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‘Money measures the 
accuracy of my decisions’ 
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Food safety 

One man’s meat may be 
another man’s poison 
Page 13 



Money launderers race 
to beat euro deadline 
Page 2 


Survey. Russia 

Rebuilding is a job for 
the country as a whole 

Separate section 



WORLD NEWS 

Yeltsin begins to 
gain the upper 
hand in struggle 
with leftwingers 

Russian president Boris Yeltsin’s 
campaign to have Sergei Klrtyenfco 
approved as prime minister was 
boosted by support from Gennady 
Seleznyov, Communist speaker of 
parfiamenfa lower house and for- 
mer editor of Pravda. He urged 
deputies to vote for Mr Khfyenko 
on Friday, warning that resistance 
could mean the marginalisation of 
the Duma Page 2 

Vaclav Havel oificaUy HI 

Czech republic president Vaclav 
Havel feu critically ill during a holi- 
day in Austria and will undergo an 
emergency operation for a sus- 
pected perforated intestine. Page 2 

Basque peace hopes 

Political agreement in Northern 
Ireland has rekindled debate In 
Spain on whether there is scope 
for talks in the Basque country. . 
Page 2 

Top Italian pofioeman bald 
Francesco Deffino, head of Italy's 
Carabinieri police schools, has 
been held for extortion after allega- 
tions that he took thousands of 
dollars to help free a kidnapped 
businessman. Page 2 

Korea taBcs break down 

The first direct talks between North 
and South Korea In four years have 
broken down. Page 14 

Rames quits Witte House 

Franklin Raines, the White House 
budget director credited with bal- 
ancing the US government budget, 
has surprisingly resigned. Page 6 

Sorts dear war crimes 

Two Bosnian Serb former prison 
camp commanders told the UN 
war crimes tribunal in the Hague 
they did not commit atrocities ait 
the Omareka camp. Page 3 

EU seeks mDtenniian trade lafts 

The EU hopes to get Latin Ameri- 
can backing for a Millennium 
Round of trade -liberalisation talks, 
said trade commissioner Sir Leon 
Britten. Page 8 

JProdV seeks budget backtag 

Italy's sprint to quality for Emu 
enters the home straight when 
prime minister Romano Prodl 
spells out plans for his next budget 
to senior politicians. Page 3 

Tehran protest sniffed out 

Iranian police broke up a demon- 
stration by 2,000 students 
demanding the release of Tehran’s 
Jailed mayor Ghotamhosseln Kar- 
baschL Page 8 

Terror arrests In Algeria 
Algerian local officials and leaders 
of government-armed militias have 
been held on suspicion of involve- 
ment in civilian killings. Page 8 

New threat to Mdeast peace 

Arab states are likely to declare the 
Middle East peace process offi- 
cially dead within eight weeks if 
Israel fails to withdraw its troops 
from occupied land. Page 8 

France scores World Cop own awl 

French tourism minister Michelle 
Demeasine provoked new contro- 
versy over this summer’s soccer 
World Cup when she invited ticke- 
tless British supporters to visit 
France during the toumamerrt- 
Page 9 


BUSINESS NEWS 


US Treasury chief 
says private sector 
should bear costs 
of poor lending 

Robert Rubin. US Treasury 
secretary, said measures to ensure 
the private sector beats the conse- 
quences of poor lending should be 
a significant element In strengthen- 
ing the International monetary sys- 
tem after Asia’s financial crises. 
Page 14; Japan hits out at IMF, 
Page 4; AM minister. Page 10; 
Ed itori a l Comment, Page 13 

The French flo va nment fa to aafl.a 
majority stake in OC. the country's 
fifth largest banking network, to 
Credit Mutual, a mutual, in a deal 
worth at (east FFr13.4bn $&2bn). 
Page 15; Lex, Page 14 

Vofcnmgee, the German carmaker, 
has launched a legal challenge 
against record fines imposed by 
the European Commission on the 
company in January. Page 2 

CBsfcDSfcnremfa Obctkxfni Banka 
received guarantees from the 
Czech cabinet that it would cover 
Sk15.6bn ($445m) of loans Slo- 
vakia refuses to recognise. Page 3 

Shell and Mobil are expected to 
lodge a request to postpone the 
full development of Peru's hydro- 
carbons reserves in the south-east- 
ern jungle of Camlsee. Page 8 

QfiMan, the joint venture between 
Olivetti and Moinesmaim, raised 
its stake in Omnitel Pronto ItaBa, 
Italy's second mobile phone opera- 
tor, to 40 per cent Page 18 

Math unveiled a new razor with a 
campaign to emphasise its deter- 
mination to maintain domination of 
the global wet shave market Page 
15; Lex, Page 14; Gilette targets 
30% of market; Page 17 

Kodak, US photographic products 
company, said that compared with 
a year ago, first-quarter earnings 
per share were 18 per cent lower 
than they would have been without 
the dollar’s rise. Page 15 

Microsoft said Windows 98, its next 
generation persona! computer 
operating system program, wifi 
make its debut. in June with a US 
price of $109. Page 16 

WhrtrWiI CbemfcH. Japan’s biggest 
chemical company, took Ml con- 
trol of its three joint ventures with 
Hoechst of Germany producing 
polyester film. Page 15 

CUM Tatoeon (Hong Kong), the 
listed arm of China's dominant 
telecoms operator, fat set to acquire 
one of the biggest cellular net- . 
works on the mainland- Page 19 

Babuipv CfaM MBts, India’s largest 
and most profitable sugar group, is 
to acquire Tufsipur Sugar, paying 
Rs195m ($5m) for a 71 per cent 
stake in its rival Page 19 

AngfagoM, the world's biggest gold 
miring company being formed out 
of Anglo American's gold Interests, 
has chosen the president of South 
Africa’s National Union of Mine- 
workers as one of its independent 
directors. Page 15 
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Tokyo urged to 
boost system 
of regulation 
under Big Bang 

European financial companies warn of 
concerns affecting investor confidence 


By GWaii Tett In Tokyo 

European financial companies 
yesterday appealed to the Japa- 
nese government to take rapid 
measures to improve its regula- 
tory system as part of the Big 
Bang reforms. 

In a paper submitted to the 
finance ministry, they said short- 
comings In the current system 
were damaging confidence and 
“undermining the relative 
competitiveness of the Japanese 
market In the global context". 

The appeal marked the first 
time foreign companies had 
publicly criticised the Japanese 
government's preparations for 
Big Bang. The paper was drawn 
up by the European Business 
Council, which represents 77 
European insurance, banking, 
securities and asset managemen t 
companies in Japan. 

The criticisms provoked 
irritation among some Japanese 
officials, particularly since it 
came an the eve of a summit of 
the Group of Seven leading 
industrialised countries in Wash- 
ington today. "The timing is deli- 
cate," one official said. 

The appeal reflected mounting 
alarm in Tokyo's foreign finan- 
cial c ommuni ty about the limited 
attention regulatory issues have 
received in the Big Bang project, 
which officially started on April 
L 

In particular, concern has been 
fiielled recently because the gov- 
ernment is due to create a new 
regulatory body, known as the 
Financial Supervision Agency, in 
six weeks. 

This body is due to assume 
control over supervisory Issues in 
place of the finance ministry.. 
Government officials hope this 
win demonstrate that Japan is 
improving its regulatory system 
after a recent wave of financial 
scandals. However, the finance 
ministry has been reluctant to 


take a leading role ha establish- 
ing the new agency, partly 
because it has been involved in 
some of the scandals itself. It Is 
still undecided who will head the 
new agency, how it will operate 
or who will staff it. 

Andrew Bmuuonds, head of the 
Japanese operations of Barclays, 
the UK banking group, said: "The 
creation of a new body could be 
one way to create confidence in 
Japan's financial system, but we 
think an opportunity has been 

misrari- 

“ Starting from June 1 we are 
all supposed to be complying 
with this new agency, but we 
have no details about how it will 
act... it Is very difficult for 
foreign Investors to plan if you 
don't know what to expect" 

Some government officials 
have suggested the FSA will have 
a staff of about 400. However, the 
European financial companies 
said this looked too low a figure 
to tackle all the r^ulatcoy prob- 
lems that could be created by Big 
Bang, given that a smaller coun- 
try such as the UK has 2,700 staff 
covering regulatory matters. 

The EBC added that Japan's 
current system of consumer pro- 
tection was currently too weak to 
"redress the consumers’ general 
lack of confidence in the Japa- 
nese financial markets". Zt also 
felt that the finance ministry still 
appeared to be using ad-hoc deci- 
sion malting, rather than trans- 
parent rules, to make judgments. 

Peter Wolton. head of Schro- 
ders, the UK financial group, in 
Tokyo, said: "Big Bang is 
supposed to be about trying to 
restore confidence . . . but much 
greater consumer protection is 
going to be required. 1 ' 

The finance ministry said it 
was studying the EBC's appeal. 
An official response could come 
when the new FSA was set up. 

Matsunags hits at IMF, Page 4 


French defence groups 
begin industry overhaul 


By Alexander ttcoB, 
Defence Correspondent 


France took an important step 
towards the reorganisation of its 
defence Industry yesterday with 
an agreement an terms for expan- 
sion of Thomson CSF, the elec- 
tronics group, and a reduction of 
the state's holding in the com- 
pany to less than a majority. 

The five companies involved in 
the group said: "This vast reor- 
ganisation of business in the field 
of fHwiwwgrfl twt and defence elec- 
tronics, as well as the satellite 
field, will create a large world 
group open to European alliances 
and Industrial partnerships.” 

The socialist government of 
Licmel Jospin, the prime minis- 
ter, last year rejected wholesale 
privatisation of Thomson CSF 
and opted instead to use the 
group as a base for the creation 
c£ a national Industrial jpillar in 
which the government would 
hold a reduced stake; * 

Under the agreement 
announced yesterday, the public 
sector stake will be 47 per cent 
compared with 58 per cent now. 
The future holding will be made 
up of 43 per cent held by Thom- 
son SA and 4 per cent by Aeros- 
patiale, the state-owned aircraft 
maker. The other companies 
involved are Alcatel .Alsthom, 
Dassault Electronique and 
Dassault Industries. 

Although critics of last year’s 
derision dismissed it as a "Fran- 
co-French” solution which 
ignored the need to consolidate 
defence industries across Europe, 
Paris has since made dear it sees 
the restructuring as a first step 
and wants French arms manufac- 


turers to participate in Europe- 
wide rati onalisation . 

GEC cf the UK is often seen as 
a natural partner far Thomson 
CSF. However, the large French, 
state holdings in the defence 
industry are a barrier for compa- 
nies such as British Aerospace, 
which favour the formation of a 
Europe-wide aerospace and 
defence electronics group. 

Under yesterday’s agreement. 
Thomson CSF will acquire the 
commercial and defence electron- 
ics activities of Alcatel Alsthom. 
the telecommunications com- 
pany, which In turn will take a 
18SG per cent stake in Thomson 
CSF. 

Alcatel and Thomson are to 
forge a strategic partnership 
under which they wffl co-operate 
on research and development ami 
provide access to each other’s 
industrial activities to achieve 
synergies between rivil and mili- 
tary electronic systems. 

The expanded group wfil also 
take on the electronics Interests 
of Dassault Electroniqne. In 
return Dassault Industries will 
take 6 per cent of Thomson CSF, 
which will make an offer for the 

39 per cent of Dassault Electrani- 

que shares held by the public. 

The satellite interests of 
Alcatel, Aerospatiale and Thom- 
son CSF win be grouped into a 
new venture In which Alcatel 
will have 51 per cent and Thcrm- 
son-CSF 49 per cent Aerospatiale 
wfll receive FFrl^Sbn ($2Q5m) 
from Thomson CSF as payment 
for transfer to the new venture of 
its minority Holdings in various 
Space companies. 
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Australian docks protest reaches flashpoint 



A protest in g Sydney dockside worker straggles with police yesterday, the seventh day of an indust rial showdown 
between non-union stevedores and the Maritime Union of Australia. The 1/400-strong unionised workforce at the Port 
Botany shipping terminal was sacked last week. PtetireAP 


Sweden to cut tobacco taxes 
in attempt to stem smuggling 


By &eg ftftdvor in Stockholm 

Sweden yesterday announced a 
surprise 27 per cent cut in excise 
taxes on tobacco products, buck- 
ing the international trend 
towards higher tobacco taxes to 
reduce consumption. 

The Social Democratic govern- 
ment said the measure, contained 
In its outline budget for 1999, was 
necessary to stem a surge in the 
smuggling of cigarettes, mainly 
from eastern Europe, . 

Predicting that Sweden would 
achieve a budget surplus this 
year for the first time since 1990, 
Erik Ashrink, finance minister, 
signalled little loosening of the 
government's tight fiscal stance 
lust five months ahead of a gen- 
eral election. 

The most notable spending 
increase was SKr4bn ($509m) 
annually for education and wel- 
fare services. However, this had 
been expected by financial mar- 
kets and will fell within public 
spending limits for 1998 and 1999. 

In an upbeat assessment of eco- 
nomic prospects, Mr As brink 
forecast that annual growth in 


gross domestic product would 
average 3 per cent between 1998 
and 2001. The budget surplus 
would rise from 88 per cent of 
GDP In 1998. to 38 per cent in 
2001. 

The government would meet 
its target of reducing the official 
measurement of unemployment 
from 6.7 per cent to 4 per cent by 
the end of 2000, he added. 

Financial markets reacted 
favourably to the budget, which 
contained spending proposals for 
1999 to 2001. The krona strength- 
ened against the D-Mark and dol- 
lar and long-term bond yields 
eased marginally. 

On tobacco, Mr Asbrink said 
Sweden - where the exrise tax 
on cigarettes is among the high- 
est in the European Union - was 
being increasingly targeted by 
traffickers. 

"If we remain passive I am 
afraid that the smugglers will 
take over more and more,” he 
said. Reducing tobacco tax would 
make it less profitable to impart 
contraband goods. 

The customary indexing of 
tobacco and alcohol taxes to 


inflation would be abolished, Mr 
Asbrink said. 

Government officials said the 
tax reduction would cut the cost 
of a packet of 20 cigarettes from 
SKT44.50 - SKT33.82 of which is 
tax - h y Up to SKr7, aasanang 
retailers kept their margins. 

The aim of the cut, applicable 
from August 1, is to reduce prices 
to levels In neighbouring Den- 
mark, where a packet costs about 
SKr34. Prices in Germany and 
many other European countries 
are considerably lower. 

Anti-smoking groups expressed 
dismay at the proposal, saying 
the tax reduction would lead to 
increased smoking: They accused 
the government erf exaggerating 
the problem, quoting an indepen- 
dent report that suggested con- 
traband cigarettes accounted for 
just seven days' national con- 
sumption in 1986. 

Under previously announced 
government plans, customs offi- 
cials are to be given greater 
resources and powers to Intercept 
suspect cargoes. 

Editorial Comment, Page 13 
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Yeltsin wins key backer for Kiriyenko 


By Jotaa luonflffi 

{a Moscow 

President Boris Yeltsin 
yesterday claimed a break* 
through In bis campaign to 
have Sergei Kiriyenko 
approved as prime minister 
after securing the support of 
the influential Communist 
speaker of the lower house 
of parliament 
After meeting Mr Yeltsin 
yesterday, Gennady Selez- 
nyev urged his colleagues In 
the Duma to vote for Mr 
Kiriyenko on Friday, warn- 
ing that continued resis- 


tance to his candidacy could 
result in the marginalisation 
of Russia's legislature. 

“The Duma’s Cate is 1,000 
times more Important to me 
than the fate of Kiriyenko," 

Mr Seleznyev said- "We must 
Support Kiriyenko’s candi- 
dacy." 

As a former editor of the 
Pravda newspaper. Mr Selez- 
nyev carries great weight 
within the Communist fac- 
tion, which has until now 
been vehemently opposed to 
Mr Kiriyenko's nomination. 

But the Communist party 
appears reluctant to force 


the dissolution of parliament 
that would automatically 
result if the Duma rejected 
Mr Yeltsin’s prime ministe- 
rial nominee three times. 

Mr Seleznyov's volte-face 
suggests the tide of parlia- 
mentary opinion may finally 
be turning in Mr Kiriyenko's 
favour after bis initial rejec- 
tion in a vote last Friday. 

But passions are still run- 
ning high after Mr Yeltsin’s 
shock decision last month to 
sack Victor Chernomyrdin 
as prime minister and instal 
a politically unknown 
nominee In his place. 


The majority of the parlia- 
mentary leaders yesterday 
signed a statement urging 
Mr Yeltsin to reconsider his 
move. They warned that dis- 
solution of the Duma would 
plunge the country . into 
political chaos. 

The statement said: "Hav- 
ing sacked the government 
of Victor Chernomyrdin, 
President Boris Yeltsin is - 
under threat of dissolution — 
proposing a little known can- 
didate as head of the govern- 
ment -who does not have sig- 
nificant support of the 
influential economic and 


political farces in Russia or 
serious experience of practi- 
cal work.” 

In an attempt to appease 
his opponents, Mr Kiriyenko 
promised that if c onfirmed 
in his post he would regu- 
larly consult the speakers of 
both houses of parliament 
about all important deci- 
sions concerning industrial, 
social and budgetary policy. 

He also attacked the work 
of the interior ministry, say- 
ing he would ensure a 
higher level of professional- 
ism In ' the fight against 
crime.- Mr Kiriyenko said the 


Turkey Spotlight on 

claims P . 

‘victory’ Basques after 
overPKK Ulster accord 


By Kelly Couhsfer in Ankara 

The Turkish government 
says it has virtually won its 
14-mantb fight against the 
separatist Kurdistan Work- 
ers' party (PKK). after its 
capture this week of a for- 
mer Kurdish rebel com- 
mander in a secret operation 
in northern Iraq. 

Samriin Sairik. nicknamed 
“Fingerless Zeki" after los- 
ing a thumb while firing a 
rocke t, was considered the 
PKK’s second highest rank- 
ing co mman der and until 
recently led rebel forces 
inside Turkey. 

He had been hunted for 
years by government forces, 
who blamed him for leading , 
a series of attacks, incl uding 
a 1993 PKK assault on . 
unarmed soldiers which left 
37 dead. 

Analysts said the arrest or 
Mr S akik, who defected from 
the PKK last month, high- 
lighted the Internal strife 
crippling the guerrilla organ- 
isation. 

The PKK has been margin- 
alised by Turkish forces, 
who In recent years have 
staged frequent large-scale 
assaults both in south-east- 
em Turkey as well as over 
the border in northern Iraq. 

Isolated clashes continue, 
however, moat recently in 
the Mediterranean tourist 
province of Antalya, located 
outside the main centre of 
PKK activity. 

During his interrogation, 
Mr Sakik reportedly said the 
rebels had been planning 
attacks against the tourism 
sector, which brought in 
over $7bn last year. 

With the PKK insurgency 
now limited to what one offi- 
cial termed a “manageable 
level of violence", military 
leaders are urging the gov- 
ernment to begin repairing 
the damage to the infrastruc- 
ture and economy of the 
south-eastern Turkish prov- 
inces, the scene of the con- 
flict 

An estimated 29.000 people 
have lost their lives tn the 
war and tens or thousands 
have lost their homes and 
livelihood. 

Last month Mr Sakik sur- 
rendered to an Iraqi Kurdish 
faction, the Kurdistan Demo- 
cratic party (KDP). which is 
cooperating with Turkish 
farces to root out the PKK In 
northern Iraq. 

The Turkish operation to 
capture Mr Sakik was 
mounted in secrecy - gov- 
ernment officials acknowl- 
edged they were not 
Informed before the capture 
- after the KDP refused to 
turn over Mr Sakik, report- 
edly out of concern this 
would trigger more violenca 

Newspapers quoted offi- 
cials as saying the guerrilla 
leader would be prosecuted 
for treason or separatism, 
both punishable by death. 
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By David White in Madrid 

The political agreement over 
Northern Ireland has re- 
kindled a heated debate in 
Spain on whether there is 
room for negotiation In the 
Basque country, western 
Europe’s other main focus of 
terrorist violence. 

Tony Blair, British prime 
minister, off on holiday in 
southern Spain following 
last Friday's historic deal in 
Belfast, had to fend off 
reporters' questions about a 
possible precedent for the 
Basques. 

Fully briefed about the 
Spanish government’s sensi- 
tivity on the matter, he 
declined to voice an opinion. 
They were different situa- 
tions and different countries. 
He thought the Spanish were 
quite capable of sorting out 
their problem by themselves. 

The issue of whether or 
not to consider talks with 
Herri Batasuna, political 
wing of the illegal Eta organ- 
isation and the Basque coun- 
terpart of Sinn Fein, splits 
Spanish parties into two 
camps. 

Both the ruling centre- 
right Popular party and the 
opposition Socialists are 
firmly against negotiating In 
current circumstances. But 
the other main parties repre- 
sented in the Basque region, 
from Communists to moder- 
ate Basque nationalists. 


favour a “dialogue" to try to 
end the violence, which has 
claimed about 800 lives since 
tiie late 1960s. 

An attempt by Jos6 
Antonio Ardanza, Basque 
regional president, to pave 
the way for open-ended nego- 
tiations. subject to an indefi- 
nite Eta ceasefire, failed to 
win consensus in an inter- 
party meeting last month. 

While the Spanish govern- 
ment greeted the UK-Irish 
breakthrough as “a triumph 
of reason over violence", 
both rtEfiriaiie and the m»\n 
media were at pains to 
underline differences 
between the Basque and 
Northern Irish conflicts - 
especially the fact that the 
Basque region already 
enjoys a wide measure of 
self-rule. 

Echoing the official view 
of Eta as a "mafia", Rodrigo 
Rato, finance minister and a 
deputy premier, said Eta vio- 
lence was “something else" 
and did not have political 
roots. 

Joaquin Afrnunia. Socialist 
leader, also rejected compari- 
sons with Northern Ireland, 
describing the Basque 
extremists as a “fanatical 
minority”. 

There are, nonetheless, 
some distinct similarities. In 
both regions the present 
phase of violence has lasted 
almost 30 years. The IRA 
and Eta are both nationalist 
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HERRI BATASUNA 



A bus bums after being sot afigtit by radical Basque youths ki tha northern Basque town of San 
Sebastian n 1996. Street vandaBsm has been a common phen om enon in the Basque provinces, where 
the separatist group Eta is fitting for an Independent state. Inset A hooded siqiporter of Eta 
gestures (hiring an election rally In San Sebastian for Keni Batasista, Eta’s pofltfcal whig AP 


organisations which have 
survived a transition 
between generations, unlike 
other recent European ter- 
rorist phenomena, such as 
Germany's Red Army Fac- 
tion. 

Their political wings both 
command a significant 
minority vote, with Herri 
Batasuna winning over 16 
per cent in the last Basque 
regional elections. 

On the other hand, there Is 
no sectarian divide in the 
Basque country. 


Officials say that Eta Is 
trying to “Ulsterise" the 
region by using terrorist 
attacks and street violence 
to create a cavil confronta- 
tion. 

They argue that Eta, 
despite its demand for a 
negotiated settlement, has 
shown no genuine interest in 
peace. 

The organisation has 
recently focused its attacks 
on Popular party members, 
killing four of its local coun- 
cillors since last summer 


and provoking large-scale 
protests across Spain. 

As fate would have it, 
news of the Northern Ireland 
deal came on the weekend of 
Aberri Eguna - Basque 
Fatherland Day - when 
Basque nationalists like to 
be provocative. The main- j 
stream Basque Nationalist 
Party (PNV). which provides 
parliamentary, support, for 
Jos§ Maria Asher's Spanish 
government, said Mr Aznar 
should show Mr Blair's flexi- 
bility. 


Spain’s ‘black money’ looks for a white knight 


Holders of undeclared fortunes are looking 
for ways to legitimise their cash ahead of 
the peseta's demise. David White reports 


W in a lottery in Spain 
and you may well 
receive a discreet 
approach from someone will- 
ing to pay more than the 
winnings in exchange for the 
lucky ticket 

A confidence trick? No, 
just a Spanish practice, 
which anecdotal evidence 
suggests has been on the rise 
as holders of “block money" 
look for ways of legitimising 
some of their undeclared for- 
tunes ahead of the European 
single currency. 

The state lottery office 
said it knew nothing about 
this practice. “We just pay 
the right amount to the per- 
son who brings the winning 
ticket.” it said. 

But the lottery ploy is 
common enough for the gov- 
ernment to have toyed with 
the idea of taxing winnings 
in order to stop it 
And in regions such as 
Valencia, where the under- 
ground economy is notori- 
ous, there are signs that 
people are becoming increas- 
ingly fidgety about large 
cash savings in pesetas, a 
currency which will become 
obsolete just over four years 
from now with the Introduc- 
tion of the euro. 

As the countdown for the 
peseta's demise begins, the 
power of “black money” is 


coining to the surface. It is 
one of the factors behind a 
recovery in sales of land and 
property, always one of the 
mflln sources and rnafo ref- 
uges of undeclared income. 

By definition, undeclared 
funds are practically impos- 
sible to measure, but it 
Is widely thought there may 
be Pta3,000bn-Pts4,000bn 
<$l9bn-$25bn) sloshing 
around in «mh on the hid- 
den side of Spain's economy. 
Jorge Hay, a general man- 
ager at theBCH group and a 
leading expert on the transi- 
tion to the single currency, 
thought this was quite plau- 
sible. 

“You just have to look at 
the amount of money that's 
in PtalOJXX) notes,” he said. 
This top banknote denomi- 
nation makes up just over 
half the total of pesetas in 
circulation, according to 
Bank of Spain statistics - 
Pta4,684bn (S30bn) worth at 
the end of last year. 

“You don’t see it in the 
streets. NObody uses it It is 
assumed to be held as black 
money." 

Spain is among the Euro- 
pean Union countries with 
the biggest underground 
economy, alongside other 
southern members. 

The difficulty of measur- 
ing the phenomenon was 


Preparing 
for Emu 

shown in the initial version 
of a European Commission 
report this month, which put 
it at anything between 10 
and 23 per cent of Spain's 
economy, or Pta&.OOObn- 
Ptal8,000bn a year. It exists 
in commerce, agriculture, 
tourism and small-company 
industries. 

In Spain's shoe capital of 
Elche. south of Alicante, 
trade unionists say black 
market labour may account 
for up to 45 per cent of pro- 
ductian. 

A survey by the govern- 
ment's Centre for Sociologi- 
cal Research late last year 
suggested there might be 
another 3m people working 
in Spain in addition to the 
roughly 13m declared as 
being employed. 

A 1980s study by Santos 
Ruesga Benito, a Madrid eco- 
nomics professor, found 31 
different terms in Spanish 
for the underground econ- 
omy - including “sub- 
merged”. “informal", “resid- 
ual", “twilight" and the 
much used “Caja B" or “B 
register", referring to funds 
that do not appear in a busi- 
ness's accounts. 

But the concept of “black 
money” covers a variety of 
sins. Mixed in with other 
undeclared earnings are the 


proceeds of drug trafficking, 
cigarette smuggling, terror- 
ist extortion and organised 
crime. 

A special unit attached to 
the Bank of Spain, known as 
the “executive service", 
brings together a team of 
central bank staff, tax 
inspectors and police investi- 
gating the laundering of ille- 
gal funds, mainly by collat- 
ing- information from banks 
about suspicious operations. 

Spain is understood to 
be currently the subject of 
an examination by the 
Organisation for Economic 
Co-operation and Develop- 
ment's Financial Action 
Task Force, the 26-member 
body set up to strengthen 
co-operation against money 
laundering. 

A government supervisory 
official said European 
Union countries had to 
act together, since money 
could easily be transported 
through today's open inter- 
nal borders. 

“If there are special mea- 
sures or exceptional identifi- 
cation requirements in one 
state and not another, it is 
logical to think this money 
will go to a country that 
does not apply the system.” 

Experts point out that 
holders of “black" money 
have ample tfmo to chqngp 
their pesetas little by little 
into other currencies such as 
dollars or Swiss francs, with- 
out waiting for the change- 


over to euro notes and coins 
in the first half of 2002. 

They have to steer past 
the controls, however. Banks 
are obliged to ask identifica- 
tion for currency exchanges 
over PtaSOO.OOO. For small 
exchange bureaux, not sub- 
ject to the same internal 
supervision as hanks, the 
limit for anonymity is 
Pta30,000. 

Identification is also 
required for -other 
operations, such as changing 
big banknotes for smaller 
denominations, if the sum 
exceeds PtalSm And trans- 
actions of over PtaSm made 
in cash, or by people holding 
residence in a tax haven, 
have to be reported on a 
monthly basis, along with 
other movements judged | 
“unusual”. 

light information require- : 
meats axe also set for cast- ' 
no s, jewelleries, and dealers 
in art, antiques, stamps and 
coins - favourite channels 
for “black" wealth. 

Ministers have made clear 
that the government will not 
t arn a blind eye by granting 
a tax amnesty to ease the 
conv e rsion into euros. Offi- 
cials say special measures to 
trap offenders are not ruled 
out, although hard to 

enforce. 

And Mr Hay at BGH ques- 
tioned whether a crackdown 
would be in the govern- 
ment's interests. “They want 
the process to go smoothly, 
ft would be very untimely." 


police were falling to do 
their job properly in spite of 
having more officers than in 
Soviet times. . 

“We cannot solve the prob- 
lem of crime with quantity 
but only with quality,” he 
said According to Mr Setez- 
nyev. Mr Yeltsin said it was 
time for Russia’s older lead- 
ers to make way for a new 
generation of young, ener- 
getic technocrats and prom- 
ised he would not stand 

a grin for the presidency in 

2000. 

Russian survey, separate 
section 


_ _ NEWS DIGEST 

HAVEL CRITICALLY ILL OH VAC^ TKIH - 

Czech president faces 
emergency operation 

Vadav HaveL president of the Czech republic, has feton 
critically PI during a vacation in 

anwmeocy operation. Mr Havel, 61, was mated to the Inns- - 
bl^UnSveratty Carte yesterday suffering from a suspected 

P ^S^te < tna , vwy serious condition.’ saW^ritosof Ernst 
Bodner, chairman of the hospital a surgery department "He fe 
critically ill and must be operated on as an ernagwey maa- 
Sn?Dr Uja Kotik, Mr Havel's personal physician, was travai- 
ling to Austria to tend his patient 
Mr Havel has been hospttaBsa^ sev^ ooc^wts In 
past 18 months. In December 1996, he had qne-th&ti at Ws •- 
right king and a malignant tumour removed during surgery for 
lupg cancer. During that treatment, doctors had to perform a 
tracheotomy to help hkn breathe. 

Mr Havel had throat surgery in February to co<T8Ct _f'' 0 ' > ' 
Ions resulting from the tracheotomy. Havel also spent too 
weeks in hospital last November with pneumonia. AP. Prague 

ITALIAN CORRUPTION _ 

Officer charged with extortion 

One of Italy's most decorated paramilitary police officers was 
arrested yesterday on charges of extortion after allegations 
that he pocketed thousands of dollars for helping secure toe 
release of a kidnapped businessman. 

Francesco Deffino, national head of the Carabinieri police 
schools, te suspected of taking part of toe money which the 
family of Giuseppe Soffiantini paid him to find a go-between 
to negotiate the entrepreneur's release. 

Giordano Aighisi, a businessman alleged to have acted as 
an Intermediary between Mr Deffino and the family, was also 
wrested yesterday, Italian media reported. 

Mr Alghtaf was a former associate of Mr Soffiantini. who 
was freed In February after eight months in captivity during 
which his Sardinian captors cut off parts of both his eats and 
sent them to his family along with demands for LlObn 
($55m). Hts family paid the kidnappers L5bn and Mr Soffian- 
tini was freed a week later. 

Mr Deffino, 60, has been a leading figure in the state's fight 
against the Mafia. He started his career in his native Calabria, 
cracking down on gangs of the local mob. the N'Drangheta. 

He was also a key figure In the 1993 arrest of Mafia "boss of 
bosses” Toto Fffina. Reuters, Rome 


LATVIA- RUSSIA ROW _ ^ 

Citizenship rules unchanged 

Despite threats of economic sanctions from Russia and . 
increasing pressure from the west as well as at home, Latvian 
politicians yesterday failed to agree on changes to the coun- 
try’s c on trover si al citizenship laws. Over the past six weeks, 
Russia has repeatedy lashed out at Its Baltic neighbour, 
charging that Latvia discriminates against its targe ethnic Rus- 
sian -population. 

About 688,000 of Latvia's 2.6m residents do not have citi- 
zenship, some 450,000 of them ethnic Russians. Russia has 
prepared proposed economic sanctions unless Latvia makes 
its citizenship law more liberal. The announcement that the 
changes would be discussed had been seen as an indication 
that Latvia was making moves that could cool the crisis. 

A western diplomat said the west was trying to convince ' 
Russia the conflict “is more than just a matter of bilateral rela- 
tions* buthe befteved there was tittle chance Russia’s posi- 
tion would relax in the near term. Reuters, Riga 


GERMAN ART LOSSES 

Reluctant Yeltsin signs law 

Russian President Boris Yeltsin yesterday signed a controver- 
sial law barring the return of art works seized from Germany 
but will nevertheless challenge ft In the Constitutional Court 
Mr Yeltsin had said he would obey an earlier court ruling and 
sign the law before delivering his protest The law effectively 
blocks the return of art treasures seized by the Red Army dur- 
ing and after the second world war. 

Sergei Shakhrai, a member of the presidential staff, said Mr 
Yeltsin had decided to contest the law because of what he 
called violations of parliamentary procedure during its 
approval by parliament 

Parfiament and most Russians regard the art works as com- 
pensation for tosses suffered during the war in which more 
titan 20m citizens died. But Mr Yeltsin la keen to build close 
ties with Germany, the biggest investor in Russia’s economy. 
He also says the new law complicates Moscow's efforts to 
return Russian art held abroad. Reuters, Moscow 


HUNGARIAJNTENDB1 

Bidders demand review 

The losing bidders tor a majority stake In Hungary's seven 
newspaper distribution companies are demanding a review of 
the tender and have threatened to set up their own distribu- 
tion service. Hungarian Publishers Asset Management a con- 
sortium which includes German-owned Axel Springer, a media 
subsidiary of Fostabank and the publishers of Hungary’s mast 
Important dailies, strongly criticised the Hungarian Post Office 
for what it termed a hasty decision to declare a rival consor- 
tium as the tender winners. 

The winning consortium Is headed by the French Hachette 
Distribution Services, and includes 18 smafler domestic pub- 
lisher s. It o ffered Ft4.4bn ($21 m] for an 82 per cent stake In 
thB cBstrtoutors, which had a total income of Ft21bn in 1997. 
Hltogarian Publishers bid only FtSLSbn. 

Hungarian Publishers said prices would inevitably rise as a 

hl0h ’ “ priee - T** nuns**#! 

Post Office said the tender evaluation was in order and any 

dedsion ot a review murt be taken by the ministry of trans- 
port and telecommunications. Kester Eddy, Budapest 

BLACK SEA R£ET 


VW challenges record fine by Brussels Russia, uS® Si exercises 


By Emma Tucker 


Volkswagen, the German 
carmaker, has launched a 
counter-attack against the 
European Commission with 
a legal challenge against 
record fines imposed on the 
company in January. 

In a suit filed to the 
European Court of First 
Instance (CFD just before 
the Easter weekend, VW 
denies that Its Italian dealers 
adopted anti-competitive 
sales practices and argues 
that the Commission did not 
have the right to fine the 


company EculQ2m ($11 im). 

The fine - the highest ever 
imposed on a single com- 
pany - capped a two-year 
Commission investigation 
into allegations that Italian 
dealers refused to sell ears to 
buyers from outside Italy, 
contravening EU competi- 
tion rules. 

The Court is unlikely to 
rule on the case until some 
time next year but even then 
procedures could be pro- 
longed If the losing party 
appeals to the European 
Court of Justice. 

If the Court finds serious 
procedural errors in the way 


the Commission conducted 
its case it could annul the 
decision altogether. 

It did this recently in a 
case involving a FVC cartel, 
the participants of which 
had been heavily fined by 
the Commissi on. 

Otherwise, the CFT could 
reduce the level of the fine. 
The Commission said yester- 
day it was confident its deci- 
sion would be upheld. 

Meanwhile, VW will have 
to pay the fine this month as 
it has not applied for interim 
measures suspending pay- 
ment until all court proceed- 
ings are over. 


It is not too late to ask 
for the decision to be 
suspended, but VW would 
have to prove that the fine, 
if paid now, would cause 
lasting damage. 

As the fine could always 
be paid back after the court 
case, it would struggle to 
win this argument 

During its investigation 
into VYTs sales practices in 
Italy, the Commission 
uncovered evidence that VW 
was ordering its dealers not 
to sell outside their allocated 
territory. 

This behaviour contra- 
vened the terms of a special 


agreement between the Com- 
misslon and tha car industry 
that grants car manufactur- 
ers exemption from certain 
anti-trust rotes. In particu- 
lar, it allows than exclusive 
distribution rights. 

However, the special sta- 
tus was granted only on con- 
dition that dealers be 
allowed to sen vehicles to 
customers from outside their 
allotted territory. 

In the Volkswagen case, 
Italian dealers turned away 
customers from Austria who 
had crossed the border in 
search of more attractive 
prices. 


Russia and Ukraine yesterday bunched large-scale miNtarv 

remnants of toe fomSr 
‘'aval and land drills. The 
???* ^ ea toe Ukrainian navy are each 

^ ^ Black Sea and on Ukraine’s 

Crimean peninsula. 

Russia and Utaajne slpied agreements last aprino to and a 
tong^tancfmg dispute over the former Soviet Btaeklsea fleet 
The deals a^wtoe Russian fleet to remain based on Crimea 

hosted ships from the US 

and cremations in a Nato-retated peacekeeping exercise 
based m Crimea that angered tha Kremfei and a vocal portion 
of the peninsula's ethnic Russian majority. 

Vtfhfle tensions between Russia and Ukraine remain over 
Crimea aid the efivisfon of toe Black Sea fleet, they have 
eased since toe deals were signed and amid efforts by the 
feeders of Russia and Ukraine to Improve often difficult rela- 
tions. AP, Kiev 
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Schroder revels in Kohl’s troubles 


ByRaipbMfchsfafimflm 
Roderick Stfldenam in Berta 

Rarely downbeat, Gerhard 
Schrader is likely to be par 
ticularly ebullient when he 
is confirmed this Friday as 
the German opposition 
Social Democrats’ candidate 
for chancellor in Septem- 
ber’s federal election. 

White Mr Schroder knows 
that his coronation at a Lein- 
zig rally will be overwhelm- 
ing (there is no opp onen t) 
he is enjoying the sight of 
the Bonn governing coalitkn 
buckling. 

For Chancellor Helmut 
Kohl, the Easter pa rijam en- 
tary recess has been inter- 
rupted by spats over policies 
and personalities which, 
individually, may be control- 
lable but collectively add to 
the difficulties feeing his 
centre-right coalition of 
Christian Democrats, the 
Bavarian Christian Social 
Union (CSU) and the liberal 
Free Democrat party. Mr 
Kohl is struggling to hold 
back a widespread feeling 
that his supporters’ solidar- 
ity is eroding afostd of a fun- 
damental political realign- 
ment thi« autumn. 

Polls suggest Mr Schro- 
der's SPD is consolidating its 
support, increasing the like- 
lihood that it will unseat Mr 
Kohl either in coalition with 
the Greens or as part of a 
“grand coalition” with a 
rump Christian Democratic 
party. According to Farsa, 
the polling organisation, Mr 
Schrader's pragmatic left 
policies and ctetm on Ger- 
many's “new political cen- 
tre** are winning over unde- 
cided voters who at the same 
stage in previous elections 
have tended towards Mr 
Kohl's CDU. 

A month after Mr Schro- 
der’s triumphant re-election 
as prime minis ter of Lower 


Saxony and five morphs 
a head of the federal ejection, 
the SPD has a 10 percentage 
Point advantage in national 
Polls. The CDITs plight is 
Particularly pronounced-. 1 in 
eastern Germany, which Mr 
Kohl united with west in 
1990. Less than two weeks 
before state elections in 
Ssxony-Anhalt on April 26, 
support for Mr Kohl's party 
has fallen to 24 per r*»nt tn 
the east as a whole - the 
sam e as the Party of Demo- 
cratic Socialism, the succes- 
sor to East Germany’s com- 
minrists. In the 1994 federal 
election, the CDU took 38. 5 
per cent ( 

. The CDU is suffering from 
a perception tn the east that 
it is too western-orientated 
and front its simplistic use of 
the fear of communism to 
hash the SPD, which is tn 
minority government tn 
Saxony-Anbalt thanks to 
"tolerance" from the PDS. 
Easterners feelings about 
their recent past have 
proved more complex t h a n 
Bonn election tacticians 
have realised. • 

A bad result fear the CDU 
In Saxony-Anhalt would not 
only mean more favourable 
headlines for Mr SchrOder. It 
would indicate a Anther ero- 
sion of the Christian Demo- 
crats national standing-and 

But if the coalition felt the 
time was right to rally 
together, it has been hardly 
obvious in the past few days. 
First, there was an acrimoni- 
ous and avoidable row over 
a draft election programme 
published by Wolfgang 
Sch&uble, the CDU parlia- 
mentary leader nominated 
by Mr Kohl as his deshed 
successor. 

A proposal to . increase 
energy taxes not only took 
the sting out of any 
onslaught against similar, 
albeit more drastic, ideas 



Election protagonists from Mb Edmund StoOMr, Thao Waigot, Wotfga ng ScMhdMa. Haled Kohl and I 


floated by the Greens. The 
proposal incensed Bavaria’s 
CSU, winch objected fiercely 
to the idea and denied 
ompliatiwilly Mr Sch&nhle’s 
claim that he was only build- 
ing on past joint statements. 

After a week, of bickering. 
Mr Kohl and Theo Waigel, 
Bonn finance minister and 
CSU leader, issued a joint 
statement backing energy 
tax reform only within the 
context of the European 
Union - essentially what Mr 
Schfldble had advocated. 

The squabbling meant the 
impact of the carefully 
drafted programme, which 
signalled important depar- 
tures for the CDU, was lost. 

There were personal as 


well as political rifts. The 
CSU took exception to Mr 
Schfiubfe's alleged presump- 
tuonsness in playing the role 
of Mr Kohl’s "crown prince", 
logo Friedrich, deputy CSU 
chairman, insisted when it 
came to .choosing successors 
to Mr Kohl that his party 
would have a crucial say. 

Then Edmund Stoiber, the 
independent-minded CSU 
prime minister of Bavaria, 
lobbed a pot-shot at the FDP, 
junior member of the Bonn 
coaHtion. 

By railing for the creation 
of a European affairs minis- 
ter, answerable directly to 
the chancellor, Mr Stoiber 
once again slighted Klaus 
Kinkel, Germany's FDP for- 


eign minister, who is often 
at odds with Mr Stoiber. Mr 
Kinkel retorted with a curt 
warning that Europe was 
“too precious for Germany 
to be buried by election man- 
oeuvring:" The FDP yester- 
day accused the CSU of 
being fixated only on Bavar- 
ia’s state elections on Sep- 
tember 13. 

But Mr Stoiber may have 
been miring a wider view by 
recognising the federal elec- 
tion on September 27 might 
usher in a new political 
order. A Bonn coalition of 
Social Democrats and 
Greens would be unique in 
German history. The Chris- 
tian Democrats and the CSU 
would be thrown into opposs* 


>*, Gntanf SchtOdor Reutets 

tion, along with the Free 
Democrats^ traditional “king 
makers” in Bonn maiftinn. 

Worse; perhaps, from the 
CSlTs point of view, a 
“grand coalition" of Chris- 
tian Democrats and Social 
Democrats would marginal- 
ise Bavaria’s influence in 
federal politics. Mr Kohl has 
repeatedly insisted be would 
not be part of any grand 
coalitiati; the CSU*s Mr Wai- 
gel warned over Easter that 
such a move would be “col- 
lective political suicide” for 
the CDU/CSU. But coalition 
leaders over the past weeks 
have scarcely been more 
constructive. 

Observer, Page 13 


Prague moves 
to ease bank’s 
loan problem 


By Robot 


in Prague 


The Czech cabinet yesterday 
shored up its banking priva- 
tisation programme by guar- 
anteeing to Ceakoslovenska 
Obchodni Banka (C$OB) 
that it would cove: almost 
Skis.eba ($445m) of loans 
that Slovakia refuses to 
recognise. 

The tarns - and Slovakia’s 
stakes in CSOB and 
K o mercai Ha^ ira, the biggest 
Czech bank - have become 
entangled in the bitter row 
over the division of assess of 
the former Czechoslovakia. 

After the countries split in 
1998, Slovakia, whose central 
bank owns 24 per cent of 
CSOB, took over Sk9bn of its 
non-performing loans and 
guarantiees to communist-era 
trade companies for exports 
to developing countries. 

However in 1995, Sloven- 
ska Inkasni. the Slovak 
finance ministry's debt col- 
lection unit, told CSOB it 
was imaWp to Tnaitp further 
Instalmen ts. As state rela- 
tions worsened, the Slovak 
government insisted it had 
not been given proof of its 
full liabilities. 

In April 1997 CSOB 
declared the debt due - now 
estimated with interest at 
Ski5.6bn - and t figd suit in 
the International Court for 
Settlement of Investment 
Disputes in Washington. 
“The Slovak government 
budget is not a self-service 
supermarket," Sergei Kozlik, 
deputy prime minister, said 
last week. 

The arbitration is unlikely 


to finish before 2000 and the 
bank has begun to put aside 
reserves in case it is unsuc- 
cessful 

Now it has received a 
guarantee from the Czech 
cabinet for 90 per cent of this 
debt, it is likely to reduce 


CSOB says Slovakia Is 
more willing to discuss the 
issue and hopes it can be 
resolved simultaneously 
with the question of the 
future of the large Slovak 
ste ke in the h pnk . 

CSOB, which is 66 pm- cent 
owned by the Czech state. Is 
seen as the easiest of the 
three big state banks to 
privatise because of its 
otherwise healthy loan port- 
folia 

Schroders, the UK mer- 
chant bank advising the gov- 
ernment on CSOB's privati- 
sation. will discuss with the 
Slovak central bank whether 
it wants to sell its shares at 
the same time. 

The European Bank for 
Reconstruction and Develop- 
ment is believed to be inter- 
ested to the possibility of 
buying the Slovak stake in 
order to assist the privatisa- 
tion. 

The privatisation advisers 
are due to report to the gov- 
ernment this month but no 
sale will begin until a new 
government is elected in 
June. 

The Social Democrats, who 
are leading in opinion polls, 
agree with privatisation but 
will want to set their 
own conditions for the 
sales. 


Prodi hopes budget 
will dispel Emu doubts 


By James BHz in Rom 

Italy’s lightning sprint to 
quality far the singe Euro- 
pean currency should enter 
the home straight today 
when Romano Prodi, the 
Italian prime minister, spells 
out plans for his next budget 
to senior politicians. 

In a final move to dispel 
doubts about the country’s 
fitness to join Emo. Mr Prodi 
is hoping to get firm backing 
from political allies for a 
financial package that would 
reduce Italy's budget deficit 
from 2.7 per cent to l per 
cent of gross domestic prod- 
uct over the next three 
years. 

The outline budget - 
known in Italian as the 
DPEF - is to be published on 
Friday, two weeks before a 
European Union summit 
that determines which coun- 
tries become founder mem- 
bers of the new Euro. 

Mr Prodi believes publica- 
tion of the details ahead of 
schedule will underpin 
claims that recent adjust- 
ment of Italy's public 


finances is sustainable. Mr 
Prodi will explore today 
whether the DPEF might 
even p ass some legislative 
hurdles before the summit. 

Senior treasury officials 
said yesterday that the bud- 
get for .1999 would ti gh t en 
public 'finances by ' some 
! L13,50qbn Cf7-5hn) or 0-7 per 
cent df G3DP ~ the smallest 
dose of fiscal 'retrenchment 
Italy has seen in recent 
years. 

After a succession of 
frrrary o hills ttmt has -signif- 
icantly raised the tax burden 
to get Italy into Emu. next 
year's budget will contain no 
increase in taxation.. Indeed, 
the government is to return 
to the public some 60 per 
cent of a one-off Euro-tax 
that was levied in 1997 to 
achieve the Maastricht crite- 
ria. 

Nearly all of the fiscal 
tightening will come tn the 
form of public spending cuts. 
The focus will probably fall 
on the state-owned railways, 
the postal service and local 
government. But final 
details will only emerge in 


the autumn when the budget 
Is tabled in parliament 

In the meantime, treasury 
officials believe two factors 
will help ensure that Italy 
remains on course to reach 
its stated goal of getting its 
overall debt down to 100 per 
pent of GDP by 2003 from the 
current 1Z1 per cent 

The cost of debt servicing 
is expected to fall as Italian 
interest rates come down to 
German levels ahead of mon- 
etary tipinn Italian 3-month 
rates are-still around L6 per- 
centage points above Ger- 
man rates. A treasury offi- 
cial said yesterday the DPEF 
would make “conservative 
estimates" about the impact 
of lower rates on the debt 
burden. 

The DPEF is also expected 
to formalise plans to raise 
L20,00Gbn by selling the 
fourth tranche of state 
shares in Eni, the oil and gas 
giant. This would bring 
down the government’s hold- 
ing to Eni from 51 per cent 
to 36 per cent, the proceeds 
going towards debt stock 
reduction. 


Bosnian Serb detainees 
deny atrocity charges 


Two Bosnian Serb former 
prison Mmp commanders 
yesterday pleaded not guflty 
to charges of responsib i lity 
for atrocities against Mos- 
lems and Croats held at the 
Serb-run Omarska camp dur- 
ing the Bosnian war, reports 
Renters in The Hague. 

Miroslav Kvocka, 41, and 
Mteden Radfc, 45, who gave 
themselves up to Nato-led 
peacekeepers to Bosnia test 
Wednesday, were appearing 
before a preliminary hearing 
of the United Nations crimi- 
nal tribunal for former 

Yugoslavia. _ ... 

Mr Kvocka and Mr Radio 
were indicted in 1995 for 
crimes against civilian pris- 
oners at Omarska detention 
camp, near Prijedor to north- 
western Bosnia, where Mos- 
lems and Croats were 
rounded up and some were 
allegedly tortured and killed. 

The two are among 19 
Serbs charged with atrocities 
at Omarska. where more 
than 3,000 Croats and Mos- 
lems. many of them from the 
local elite, were held 
between May and August 
1992. 

Mr Kvocka and Mr Radic 
each face three counts of 
crimes against humanity, 
four counts of violations of 
the tews or customs of w** 
and four counts of gra ve 
breaches of the Geneva Con- 
ventions to their capacity as 
superiors in the camp- In 
oMHiw Mr Ttndlc is indicted 



Voiko- Rubs, Germany defence mWster, taspee&ifl German troops 
wife tha Nsto-ted force outskte Sanqwoyostartfaw 


for repeatedly raping a 
female detainee. 

Earlier this week, the wife 
of Radovan Karadzic, the for- 
mer Bosnian Serb leader, 
denied that her husband was 
about to give himself up to 
trial by the UN .tribunal. 
Western diplomats had saia 
LH4+ Mr ffnradzlc was' negoti- 


ating the terms of his sur- 
render and could be in eus- 
.tody in weeks. If Mr Karad- 
zic was to go on trial bn 
charges of genocide and 
crimes against humanity, he 
could incriminate senior fig- 
ures to Belgrade, Including 
the Yugoslav president, 
Slobodan Milosevic- 
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Crucial 
talks to 
start on 
Jakarta 
debt 

By Gwen Robinson hi Jakarta 

International bankers will 
hold talks in New York 
today with officials of the 
International Monetary 
Fund and a senior Indone- 
sian delegation to discuss 
proposals for dealing with 
Jakarta's huge private off- 
shore debt 

The talks are regarded as 
crucial to efforts to overhaul 
Indonesia’s battered econ- 
omy and follow the IMF'S 
agreement last week to 
include the private debt 
issue in negotiations over a 
943bn rescue package. 

Agreement on a debt reso- 
lution scheme could provide 
a badly needed boost to the 
Indonesian rupiah, which 
fell more than TO per cent 
against the US dollar to a 
low of Rpl7,000 in January 
before regaining ground. 

Since last week, when 
Indonesia finalised Its eco- 
nomic reform agreement 
with the IMF. the rupiah has 
traded slightly higher 
against the dollar, closing at 
RpT7.BS0 yesterday. 

The private debt issue was 
excluded from two earlier 
rounds of IMF negotiations, 
an omiss ion that analysts 
say led to the failure of pre- 
vious economic reform 
agreements. Indonesian bor- 
rowers. facing rising foreign 
debt repayments, either 
stopped servicing their debts 
or borrowed rupiah from 
domestic banks. 

This in turn fuelled infla- 
tion and put further down- 
ward pressure on the rupiah. 
At the end of last year, off- 

Agreement with 
international 
bankers could 
give a badly 
needed boost to 
the rupiah 


shore private sector debt 
stood at $72bn, rising to 
about S73bn last month, 
according to Indonesian cen- 
tral bank estimates. 

Economists estimate the 
debt-to-equity ratio of listed 
Indonesian companies at 600 
percent But members of the 
committee of 13 banks repre- 
senting international lenders 
say it could be higher. 

Until recently, the IMF 
insisted that private debt 
was a matter strictly 
between borrowers and lend- 
ers. despite calls from inter- 
national banks and Indone- 
sian borrowers for assistance 
in debt rescheduling. The 
Fund feared Indonesian gov- 
ernment involvement would 
lead to nationalisation of 
part of the debt and the use 
of IMF funds to ball out trou- 
bled companies. 

IMF officials said last 
week the Fund was reluctant 
to become involved In the 
private debt problem, but 
had stepped in because the 
rupiah's slide had added a 
“public dimension" to the 
issue. 

Analysts say a comprehen- 
sive debt restructuring 
agreement is an essential 
prerequisite for restoring 
confidence and liquidity in 
Indonesia. The central pro- 
posal on the negotiating 
table in New York is a 
scheme similar to that used 
In the Mexican debt crisis in 
the 1980s. 

Under the proposal, the 
Indonesian government 
would assume the foreign 
exchange risk, initially of 
Interest repayments on the 
private debt. The debtors 
would pay the government 
in rupiah, at favourable 
exchange rates, possibly set 
at 6,000 to the dollar. 

in exchange, international 
lenders would be asked to 
roll over their Indonesian 
loans fay three to four years. 
The IMF has signalled it 
wonid support such a 
scheme. 

The main questions 
involve the extent of the risk 
the Indonesian government 
would take on, and the com- 
plex nature of the debt over 
hang, which indudes syndi- 
cated loans, commercial 
paper owed to thousands of 
investors and off balance 
sheet forward swap obliga- 
tions that are likely to add 
billions of dollars to the debt 
leveL 

The negotiators are under 
pressure to reach broad | 
agreement by next Monday, 
when the IMF's executive | 
board is expected to approve | 
last week's economic reform < 
package. 
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GROUP OF SEVEN POLITICIANS IN WASHINGTON TODAY ARE KEEN TO AVOID FRESH WORRIES IN SOUTH-EAST ASIA 


G7 likely to speak 
up for stronger yen 


taffies and the dofer • 

Ymaoairette defer (KporS 


By Stem taper to London and 

small Tett ta Tokyo 


When the Group of Seven 
meets in Washington today, 
currency investors will think 
back a year. 

In the same city last April, 
the G7 meeting orchestrated 
a dramatic rise in the yen. 
This year it may try some- 
thing similar. Japan is 
expected to persuade the 
group to express support for 
its currency, and on dollar/ 
yen the market seldom 
bucks politicians. 

In Washington last year, 
the G7 issued a statement 
wa rning against “significant 
deviations from fundamen- 
tals" in exchange rates. Jap- 
anese and German officials 
then talked tough against 
the dollar, and within a fort- 
night the yen had soared YL5 
against the US currency. 

Later, however, it gave 
back all those gains, and the 

yen starts today marginally 
weaker than it was before 
last year’s G7. It closed in 
London last night at Y 129.4 
to the dollar. 

But it has had a turbulent 
Easter. On Thursday and 
Good Friday, the Bank of 
Japan is believed to have 
bought yen and sold dollars 
worth up to $l2bn in the 
market Perhaps more signif- 
icantly, Robert Rubin, US 


treasury secretary, said ha 
welcomed Japan’s interven- 
tion. He “shared the concern 
expressed by the Japanese 
prime minister [Ryutaro 
Has him oto] about recent 
weakness in the yen". Mr 
Rubin also welcomed 
Japan's latest fiscal stimulus 
package, after weeks in 
which the US had said 
Tokyo had done too little to 
drag its economy out of the 
mire. 

Mr Rubin's backing far the 
yen surprised investors, and 
helped the currency gate. Y4 
against the dollar. Usually 
Mr Rubin says he “ supp o rt s 
a strong dollar". In addition, 
his 26 years at Goldman 
sarhq taught Tiim that cen- 
tral banks should stay out of 
markets. 

Elis support for Japan’s 
stimulus package was there- 
fore crucial: Mr Rubin 
believes that ««nninir fun- 
damentals drive exchange 
rates, and if he thinks that 
Japan’s fundamentals are 
improving; then his support 
for the yen follows. 

Yesterday he said the G7 
would focus on the stimulus 
package, and said a strong 
dollar was in the 'Tong-term 
interests’* of the US econ- 
omy. That remark was less 
positive for the currency 
than his usual mantra. 

Many foreign exchange 



Decaying fish - victims of the rod tide - float ta a bay south of 
Hong Kong island yesterday A P 

HK fishermen 
fear drowning 
in ‘red tide 5 


By John Rkkfing ta Hoag Kong 

BeDy-up and bloated, Hong 
Kong's fish are dying by the 
thousand. A “red tide" of 
toxic algae has killed some 
1.500 tonnes of the territory’s 
farmed fish over the past few 
days, about half its annual 
production. 

Coming just a few months 
after Hong Kong's entire 
chicken population was 
slaughtered amid a scare 
over lethal “chicken flu" the 
flotillas of dead fish dual a 
further environmental blow 

to the territory. 

with fteh formers ulaiminp 
ruin and hefty compensa- 
tion, dud with a rash of envi- 
ronmental setbacks threat- 
ening Hong Kong’s image as 
a tourist destination, the 
potential economic costs are 
also cause for concern. 

“This Is the most serious 
red tide I have known," said 
Joseph Sham, of the agricul- 
ture and fisheries depart- 
ment Few would disagree, 
with the harbour-side stench 
of dead fish and the closure 
of several popular beaches 
underlining the severity of 
the problem. 

There is much less agree- 
ment, however, on the 
causes and consequences of 
the red tide. The government 
says the lethal bloom of 
algae is a natur al phenome- 
non which occurs across the 
world's oceans, but environ- 
mental groups and some pol- 
iticians see the root problem 
in pollution and a deteriora- 
tion in the environment. 

Pollution contributes to 
the blooming of red tides. 


particularly large tides of 
long duration, like this one," 
said nhwg Luk-ki, campaign 
coordinator of Friends of 
the Earth in Hong Kong. He 
said the algae thrived on 
nutrients provided by sew- 
age and other effluents. 

Christine Loh. head of the 
Citizens' party, criticised the 
deterioration in the territo- 
ry’s air and water quality 
and pointed to the threat to 
tourism. 

Such costs are hard to cal- 
culate. obscured by the 
impact of Asia's economic 
crises and the collapse of 
spending power among the 
region's former travellers. 

At the industry level, the 
costs are clearer. After the 
mass slaughter of more than 
im chickens at the turn of 
this year, the legislature 
approved a HK$770m ($99m) 
compensation package for 
the poultry industry. 

Fish farmers, who say the 
government should have 
provided earlier warnings 
about the red tide, claim the 
fish carnage has cost them 
HK$240m. “The industry 
could collapse," warned the 
Hong Kong Fishermen's 
Organisation. 

The government puts the 
Losses much lower, at about 
HK$80m. But the figure may 
rise. Just as the scale and 
virulence of this red tide has 
surprised environmental offi- 
cials, so uncertainty sur- 
rounds its duration. “It 
won’t disappear easily and 
quickly." said Mr Sham. “We 
might have to wait for the 
water current to carry it 
away." 


strategists believe that Mr 
Rubin's change of tack on 
currencies may presage his 
support for a 'strong G7 
statement on the yen. 

The puzzle is why the G7 
should seek a stronger yen 
in the first place. The Japa- 
nese economy appears to be 
sliding into recession. Only 
its exporters are bucking the 
trend, timnirc to tho weak 
currency. • 

However, Tokyo and 
Washington believe that a 
weaker yen would be bad for 
Japan’s Asian neighbours, 
bad for the US, and possibly 
even bad for Japan itself. 

Joe Prendergast, head of 
foreign exchange research at 
Credit Suisse First Boston in 
Tonrirm said the G7 was des- 
perate to prevent a new out- 
break of wmtag i iyn in the cri- 
sis-hit economies of 
south-east Asia. Countries in 
the region send a large share 
of their exports to Japan. 
Were the yen to fall, they 
would have to devalue In 
order to keep their products 
competitive. If a decline in 
the yen persuaded China to 
devalue its yuan, that would 
start a new wave of Asian 
devaluations. 

Furthermore, the weak 
yen is hurting the US. Japan 
revealed on Monday that its 
current account surplus 
nearly doubled to Yl,651tm 



Japan finance 
minister hits 

out at IMF 


in February. The Us current 
account deficit is growing in 
step, as the weak yen makes 
Japanese products more, 
attractive to Americans, and 
as US exports to stricken 
Asia dry up. 

Recent data have indicated 
that the US economy is 
starting to slow. If that is 
the case, then Mr Rubin may 
soon begin worrying about 
his country’s exporters. 
Detroit carmakers have long 
been complaining about 
cheap Japanese imports. 

Japan is fearful that boost- 
ing its exports at the 
expense of the US trade defi- 
cit would irritat e Washing- 
ton. Carl Weinberg, chief 
economist at High Fre- 
quency Economics In New 
York, said that at least until 
pert month’s G7 summit in 
Birmingham, “it is politi- 
cally expedient far Japan to 
be perceived as resisting fur- 
ther yen depredation". 

But Tokyo also has mare 


self-seeking reasons to sup- 
port its currency. There has 
been TTK | | , n | ' rt g alarm in the 
Japanese government that a 
broader “sett japan" mental- 
ity might be developing, 
given the recent spate of bad 
economic and corporate 
news. The Bank of Japan's 
intervention last week was 
apparently designed to fight 
this, in both the currency 
and stock markets. 

Mr Prendezgast warns that 
Tokyo probably wants the 
yen to stabilise around cur- 
rent levels, rather than to 
rise. The central bank's 
intervention appears to have 
been a warning to markets 
that doliar/yen is not a 
one-way bet, rather than a 
determined effort to fight 
market forces for months to 
come. Moist investment 
banks are advising their cus- 
tomers that the yen ^ af > far- 
ther to felL But the G7 will 
want to persuade them to go 
slowly. 


By Paul Abrahams iu Tokyo 

Hikara Matsunaga. Japan’s 
finance minister, yesterday 
criticised the Internationa! 
Monetary Fund’s evaluation 
of the Japanese economy. 

He said the Fund had not 
»?ir«»n on board Tokyo's mea- 
sures totalling Y30.0G0tm 
($231. 7bn) to stabilise its 
flnam-ral system, and that 

Robert Rubin, US treasury 

secretary, and Lawrence 
Summers, deputy treasury 
secretary, who have been 
am rmg the foremost critics, 
did not have a correct under- 
standing of the country's tax 
system.' 

Mr Matsunaga's remarks 
reflect increasing irritation 
in Tokyo at growing over- 
seas criticism of the govern- 
ment’s handling of the econ- 
omy. The US and Europe 
have said a deep recession 
and deflationary cycle In 
Japan could have dire conse- 
quences for Asia and the 
global economy. 

Earlier this week, the IMF 
predicted Japan’s economy 
would achieve zero growth 
this year, partly because of 
the firignmai - system weak- 
nesses. The forecast was 
probably optimistic, the IMF 
said, and came despite a 
Y16,000bn economic stimu- 
lus package which was 


partly unveiled th+s month. 

Mr-Mufeutugn will explain 
his government's {Visit ton 
torts:* in Washington ul n 
meeting of finance minister;, 
mid central bank goremui* 
from the Group' of Sewn 
Industrial w«l nations. Ear- 
lier Ibis week, there were 
indications he would nut 

attend the meelimt. bn: 

would stay in Tokyo to 
explain ecm ironic policy to a 
critical parliament. 

Mr Matsunaga said he was 
convinced the "euontimy 
would achieve the govern- 
ment's growth target of 1.9 
per cent this fiscal year. He 
hoped to meet Mr Rubra to 
explain Japan's tax system. 
The US has been pressing for 
reform of the tax. system. 

The state of the Japanese 
economy was underlined 

yesterday by data showing 
the last financial year was 
the worst Rinrn the second 
world war for corporate 
bankruptcies in Japan. 

Tighter lending by banks 
and lacklustre consumer 
demand me;uit over 17,490 
companies went trader dur- 
ing the period. Tetkoku 
Databank, the leading credit 
research agency, said. Com- 
bined liabilities of companies 
declaring bankruptcy 
iucreased 56 per cent to 
Y14.520bn. 


Man who can share credit for Ramos’ 
reforms faces uphill fight for his job 

Big business may be suspicious of Jose de Venecia, but he is thought likely to sustain 
the tree-market changes that have occurred in the Philippines, Justin Marozzi reports 


I n a Philippines election. 
God is invoked at every 
turn. Yet even with the 
endorsement of the powerful 
Jesus Is Lord Movement, 
Jose de Venecia faces a 
tough fight in the battle to 
succeed President Fidel 
Ramos in elections next 
month. 

“The best thing we can do 
is repent, go to confession, 
search our conscience and 
our souls for thfe Lord," he 
says. ' “I especially need 
God's strength and wisdom 
at this time." 

■ Mr de Venecia, speaker of 
the House of Representa- 
tives, is the candidate of the 
ruling administration. But 
there Is little to divide him 
from bis rivals, according to 
observers in the business 
commiuilty. 

Recent polls show Joseph 
“Erap" Estrada, the former 
movie actor turned populist 
vice-president, leading with 
a commanding 28 per cent 
voter support. 

Mr de Venecia and Alfredo 
Lim, the mayor of Manila, 
nicknamed "Dirty Harry" 
because of his hands-on 
approach to fighting crime, 
are both running second on 
14 per cent 


Though big business is 
suspicious of Mr de Venecia, 
he Is thought likely to sus- 
tain Mr Ramos' free-market 
reforms. Unlike same of its 
neighbours,. the Philippines 
has generally won praise for 
its response to the Asian 
financial crisis and, after a 
series of market-oriented 
reforms, finds Itself in betta- 
economic health. 

“We really have to mod- 
ernise our financial systems 
and become more transpar- 
ent with omr corporate and 
market reporting," Mr de 
Venecia says. 

“But the best proof that 
the Philippines is different 
from Korea, Thailand and 
Indonesia is that they are all 
going into the IMF [Interna- 
tional Monetary Fund] and 
we have come out, after 35 
years of straitjacket supervi- 
sion.” 

As president, he would 
consolidate and deepen the 
economic reforms started by 
President Ramos, Mr de 
Venecia adds. 

He can already take much 
of the credit for them, hav- 
ing been instrumental in 
welding together fractious 
political parties into a “rain- 
bow coalition" that subse- 


quently approved a wave of 
controversial economic 
reforms supported by the 
IMF. 

“A de Venecia presidency 
would concentrate on lead- 
tog our people to make three 
strategic jumps," .Mr de 
Venecia declares. 

"First, from the carabao 
[water buffalo] and plough to 
total agricultural modernisa- . 
tic®; second, to complete the 
jump fconi.aifcHgricnltural lo- 
an industrial age; last, to 
move into the information 
technology age of the 2 1st 
century." 

This strategy plight seem 
optimistic in a country 
where more than a third of 
the population live below the 
poverty line. But Mr de 
Venecia has a deserved repu- 
tation across the political 
spectrum for his ability to 
get things done. 

Despite his weak perfor- 
mance in the polls, he can 
none the less take heart 
from Mr Ramos’ endorse- 
ment This confers the formi- 
dable advantage of govern- 
ment financial and logistical 
support 

Mr de Venecia reckons 
tins endorsement translates 
into an extra 12-15 per cent 


of the vote. Many institu- 
tions, including the powerful 
Roman Catholic church, the 
opposition and the -business 
c ommunity , fear the admin- 
istration could resort to 
widespread vote- rigging to 
get its man elected. 

Big business has also 
recoiled at the presidential 
endorsement noting the 
allegations of corruption 
that have accompanied Mr 
'de Venecia's time in govern- . 
ment office. .. . . 

He was linked last year to 
a multi-billion peso land rec- 
lamation fraud and. as 
House speaker, has presided 
over a meteoric rise in con- 
gressional allowances, which 
opponents say buy political 
loyalties. 

Mr de Venecia dismisses 
all these charges, emphasis- 
ing he was cleared of any 
wrong-doing in the original 
land reclamation case and 
has never been convicted of 
any il l ega l act The accusa- 
tions by his political oppo- 
nents that he is a “trapo" (a 
traditional, that is corrupt, 
politician) are equally false, 
he contends. 

He modestly lays claim to 
all “the visionary legisla- 
tion" of the Ramos era. “To 
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De Venecia: ‘I especially need 
God’s strength at this time 1 

get these things done, you 
have to wheel mid deal - hut 
not in a negative sense. It’s 
real diplomacy and real 
political skills.” 

A traditional politician, he 
says, “is lazy, has mistr«sses 
and a private army, doesn’t 
attend congressional ses- 
sions and just looks after his 
own Interests. 

“I’m the complete oppo- 
site. I’m an incorrigible 
workaholic." And he has 
God on his side as well, he 
adds. 


TAIWAN ELECTIONS LIAO'S DEPARTURE HIGHLIGHTS NATIONALISTS’ DESPERATION IN SCRAMBLE FOR CANDIDATES 


minister 


By Laura Tyson io Taipei 


Taiwan's long-ruling 
Nationalist party is 
scrambling to find 
candidates to field In key 
elections which could shift 
the balance of power in 
favour of the 
pro-independence opposition. 

The Nationalists' 
desperation to find among 
its troops charismatic 
candidates willing to stand 
against the popular 
Democratic Progressive 
party (DPP) was thrown into 
relief yesterday by the 
surprise resignation of Liao 
Cheng-hau. justice minister. 

Mr Liao’s tearful 
resignation - ostensibly 
because he wants to spend 
mare time with his family - 
threw the cabinet into 
turmoil, leading one local 
newspaper columnist to 
term Taiwan the “regional 


resignation centre". 
Turnover among top officials 
has been exceptionally high 
over the last year. 

Vincent Siew, the premier, 
firmly denied the cabinet 
was in crisis, and said be 
would try to persuade Mr 
I Jan to change his mfnri. 


under great pressure both in 
his work and from his 
seniors. When asked to 
explain, however, he only 
wept silently. Mr Liao is 
regarded as among the most 
capable of cabinet officials 
and his popularity rating 
stood at 74 per cent 


anti-gangster campaign. 

Recently, Mr Ma has also 
repeatedly refused 
Nationalist attempts to get 
him to run far Taipei mayor 
in the year-end polls. 

He is seen as the only 
political figure who stands a 
chance of defeating Chen 


Ma Ying-jeou came under pressure from his party to tone 
down his anti-corruption and anti-gangster campaign 


The justice minister was 
tipped by the Nationalists to 
stand for mayor of 
Kaohshing, Taiwan’s second 
city, in year-end elections, 
but has repeatedly refused. 
Political analysts said he 
might have beat faced with 
the ultimatum of running or 
stepping down. 

Mr Liao admitted after 
resigning that he had beat 


in a recent survey. 

The situation has drawn 
dose attention because Mr 
Liao's predecessor, tbe 
popular Ma Ying-jeou, 
stepped down under s imilar 
circumstances less than two 

years ago. 

Mr Ma had come under 
pressure from his own party 
to tone down his vigorous 
anti-corruption and 


Shtd-bian, the popular DPP 
incumbent. 

Several other potential 
candidates for the mayorship 
of Taiwan’s capital have also 
refused, not relishing the 
prospect of becoming 
sacrificial lambs for the 
Nationalist party. The post 
has traditionally been a 
stepping stone tn higher 
government positions. 


Asian Asset Management Financial Advisory Services 
Export-Import Bank of the United States 
Request for Proposals 

The Asset Management DMafon (AMD) of the Export-Import Bank of the United 
S i ** * * (Bc-lm Bank) seeks to retain a finaneiaf services firm to act in a financial 
edvisory capacity. Several of the Bank's Asian borrowers are anccxrt a rtng 
operMkio and financial dfiltcuMea. AMD's ot^actfve is to protect the Bank’s 
assets. To this end, AMD seeks relevant financial advisory assistance from 
broadly quaBfied financial service firms, and tovBcs quaSfied appBcante to submit 
bids. Three financial advisory firms wffl be employed. The proposal evaluation 
erfierfa Include financial advisory experience and/or experti se in several Asian 
couitrfes, to a wide range of sectors to amer ato g markets, and to a wide ranoe of 
? u b ^P* 1 ” «™*ging markets. SoCdtatton documents wffl be 
aivtable for tfistribidian on April is, 1898. All offered**! must be received on or 
before Apr* 29, 1998. Detailed proposal evaluation criteria, and other materials, 
are avaiable from Ex-bn Bank. For more information please fox your request to 
Vivian carton a k 202-5^-3628 or vtett www.exfen.gov on the World wide Web. 


There could be otbe 
factors involved in Mr Liao' 
decision to step down. Hi 
was in. the midst o 
prosecuting a string o 
corruption cases involvinj 
top military brass. He ha: 
also orchestrated i 
crackdown on Taiwanesi 
mafia and may have comi 
under pressure for his roll 
in these areas. 

In addition to the mayors 
polls. Taiwan wifi also elec 
a new national legislatin'! 
later this year. Tht 
Nationalist party will find ii 
extremely tough to main tail 
its razor-thin majority in tht 
160-plus seat body. 

The party's difficulties ir 
marshalling candidates foi 
the mayoral elections reflect 
its weakness in the face ol 
rising support for the DPP, 
which has become 
increasingly pragmatic and 
centrist in its policies. 


FINANCIAL HUES 

Die FT can help you reach adcmionai business 
readers In France. Our link wit* French 
business newspaper. U 5 Echos . g, V65 y Cu a 

3reH eCfUi, 7 n ^ dVBr,,ain ° wrtu nilT Id 
captallse on ihe FT S European , QadftR; 

and teiarget ihe French business world 
For bfiormatlQn ^ ^ lunfBf 


Toby Finden-Cratts 
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Ot//? GAME PLAN: 

TACKLING THE GLOBAL CHALLENGE. 
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In today’s business world, being the best on your home turf just isn’t 
good enough. At VEBA, a German multi-business company active in 
electricity, chemicals, oil, distribution, logistics, real-estate management 
and telecommunications, we’re looking to become a global player. 

This year, two-thirds of our Group’s $44.5 billion in sales will be achieved 
in our home market In "the near future, our plan calls for generating half 
of our sales in growing markets around the world. Which is why we’ve 
earmarked approximately $9 billion to boost our international business 
activities over the next five years. All with just one goal: enhancing 

shareholder value. 


Now let’s look at our record: In the past five years, by relentlessly working 
on improving our game plan, we’ve more than tripled our share price. 
We’ve also achieved double-digit dividend increases annually over the past 
four years. 

At VEBA, we believe ours is a winning strategy. If you think so too, why 
stand on the sidelines? To learn more, you can reach us at: Phone: +449 
(211) 4579-600, Fax: ++49 (211) 4579-532, Internet: www.veba.com 
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Raines steps 
down as US 
budget chief 


By Richard Wotffe 


Franklin Baines, the White 
House budget director cred- 
ited with balancing 1 the US 
government budget resigned 
yesterday to return to the 
private sector. 

The surprise resignation 
was the administration's sec- 
ond within a week, fallowing 
the announcement by Feder- 
ico Pefia. energy secretary, 
of his intention to depart for 
famil y reasons. 

A former Rhodes scholar 
at Oxford University, as well 
as graduate of Harvard Law, 
Mr Raines is a member of 
President Bill Clinton's 
inner circle of advisers. His 
resignation sparked specula- 
tion in Washington of fur- 
ther resignations as the Clin- 
ton a dminis tration nears the 
end of its term in 2002. 

The political pressure on 
leading members of the 
administration to remain in 
their posts has declined 
sharply since the collapse of 
the Paula Jones sexual 
har ass ment case earlier thin 
month. 

Mr Raines is leaving the 
government to become chair- 
man and chief executive of 
the Federal National Mort- 
gage Association, the US res- 
idential mortgage group 
which is better known as 
Fannie Mae. 

Before joining the Clinton 
administration two years 
ago, Mr Raines was vice- 
chairman of the company, 
which has the largest under- 


writer of residential mort- 
gages in the US. 

Mr Clinton yesterday 
praised Mr Raines as a “bril- 
liant” director of the office of 
management and budget and 
appointed Jack Lew, deputy 
director, as his successor. 

“He is the first budget 
director to draft and submit 
a balanced budget since Neil 
Armstrong walked on the 
moon," Mr Clinton said. 

"He brought a business- 
man’s practical sensibility to 
the task of safeguarding the 
taxpayers' hard-earned dol- 
lars.” 

A former investment 
banker at Lazard Ftores, Mr 
Raines is seen as the key 
negotiator behind last year’s 
balanced budget agreement 
between the administration 
and Congress. 

The government deficit 
was originally planned for 
elimination in 2002 but is 
now expected to disappear 
next year. 

Mr Raines wan plaudits 
from Republicans and Demo- 
crats alike for his work on 
the budget and bis business 
acumen. Like Mr Pena, his 
departure will be deferred 
until later this year. He 
takes over the helm of Fan- 
nie Mae at the start of next 
year, succeeding James 
Johnson as Chairmen and 
chief executive officer of the 
company. 

Mr Lew was previously a 
special assistant to the presi- 
dent from 1993 to 1994, work- 
ing on the ill-fated health- 
care legislation. 



Soaring healthcare costs return to afflict US businesses 


Increases in health insurance premiums . 
could be an ominous sign of economic 
problems to come, writes Gerard Baker 


W hen Susan Weiner 
opened her annual 
negotiations with 
health insurance companies 
this year, she knew she was 
in far a tougher fight than 
usual For several years, as 
executive director of the 
Miami-Dade Teachers Feder- 
ation, she had managed to 
keep health insurance premi- 
ums for 35.000 local teachers 

steady, but last year she got 
the first inklings that fees 
might have to rise a gain. 

Nothing, however, had 
prepared her for the scale of 
the from insurers. 

"Several of the companies 
we negotiated with were ask- 
ing for double-digit 
increases," she says. “Two of 
than wanted to raise rates 
by 29.9 per cent" . 

Ms Weiner’s experience is 
typical of employers across 
the US this year. The long 
period of moderation in 
health costs has come to an 
abrupt end and, after four or 
five years of zero or negative 
insurance premium rises, 
employers are waiting up to 
substantial increases for 
their workers' healthcare. 


"TiwmrpTB can effing* raise 
premiums or reduce • the 
level of care offered," says 
John Erbs of William H. 
Mercer, an independent med- 
ical benefits consultancy in 
Florida. "People don’t want 
to see their treatment 
reduced, so It's inevitable 
premiums will have to rise. 

For the next few years you 

can expect to see high sin- 
gle-digit or even low 
double-digit increases.” 

With healthcare costs a 
large element of employee 
compensation packages, 
these changes could be an 
ominous sign of broader eco- 
nomic problems to come. 

Far most of the 1990s, fall- 
ing health costs have been a 
crucial part of US economic 
success. With unemploy- 
ment at its lowest level in a 
generation, wage pressures 
have been rising. But the fall 
In health costs has enabled 
employers to acceded to 
higher pay demands and 
keep the lid on prices - 

sq viashhi g inflatio n If t^ at 

period is now over, the pres- 
sures on prices may start to 
grow a gain. 


“The job market is so tight 
at the moment, with employ- 
ers stru ggling to fi nd work- 
ers; companies are going to 
have to pay these extra 
costs, with obvious implica- 
tions for prices or profits " 
say Mr Erbs. 

The main reason far the 
years of declining costs has 
been the growth of so-called 
managed care policies. From 
the largest multinationals to 
small companies of just two 
or three people, employers 
have shifted in the last 10 
years from so-called fee-for- 
servit* policies to managed- 
care provided by health 
maintenance organisations 
(HMO). 

The aim was to put a Hd - 
on spiralling health insur- 
ance costs. Under the. old 
system employees received a 
luxury service, but at a high 
price for their companles- 
Whenever a patient needed 
medical care they were free 
to get the beat treatment 
from the best doctors In the 
best facilities, almost with- 
out limit an the access they 
enjoyed. 

But with the price of treat- 
ment rising rapidly each 
year, companies looked 
increasingly for ways to con- 
trol costs. They found them 
in managed care providers. 


which introduced a form of 
medical rationing for the 
first time in the US health 
system. They controlled 
access to treatment, screen- 
ing patients carefajly and 
requiring them to attend 

lowest-cost facilities and doc- 
tors. 

For a variety of reasons 
this phase of rapid expan- 
sion in managed care has 
ended. In 1983 the proportion 
of employees in managed 
care policies was just over 60 
per cent The room for 
growth prompted fierce cam- 
petition HMOs, who 
could azt profit margins bat 
expand sales In the growing 

Tnatirof 

Now the roam for farther 
growth is limited as only 15 
per cent of employees are . 
not covered. 

-And the dash for sales 
growth has hurt many 
HMOs, with several report- 
ing big losses while others 



"The smaller guys are 
dropping like flies,” says 
Edward Peddle, president 
and chief executive officer of 
AvMed. a non-profit making 
healthcare delivery system 
in Florida. 

“They're being driven 
out of the market by the 
way rates have fallen 


in the last few years” 

Rules governing HMOs 
have also changed in a way 
that raises premiums. Last 
year the federal government 
abolished the regulation that 
used to require HMOs which 
wanted to receive pr em iums 
for Medicare, the insurance 
programme far the elderly, 
to have at least 50 per cent 
of their insured members 
among the under-65 
employed. Since Medicare 
was so profitable, companies 
had been wining to take on 
private sector business at 
uncompetitive rates, in order 
to qualify for the federal 
funds. The abolition of that 
requirement means HMOs 


wfl] no longer have to otter 
cheap insurance premiums 
to the private sector. 

But the third. -and perhaps 
most important change, is in 
the type of coverage HMOs 
provide. 

The poor , publicity they 
have received has encour- 
aged legislatures, at the local 
and federal level, to require 
companies to offer, minimum 
standards of care, for exam- 
ple a minimum twoday stay 
in hospital for women hav- 
ing babies. 

Some of the extra require- 
ments are seen by health- 
care providers as unneces- 
sarily burdensome. 

“It’s like mandating that 
e veryo ne can go to- a sauna 
once a mouth*” grumbles Mr 
Peddle. 

What appears to be hap- 
pening with managed care is 
that employees are demand- 
ing better and more exten- 
sive coverage, with, compa- 
nies say, increased cost the 
inevitable consequence. 

The irony is that managed 
care was supposed to offer a 
more limi ted treatment than 
fceforservice at a reduced 
cost But the new, costlier 
plans are beginning to look 
increasingly like the system 
managed care was supposed 
to replace. 


Illness sidelines Brazil communications minister 


■*_. InnftghrtM „ i 

tsy jonamao wnBaiwy 
In S5a Panto 


Sfigrio Motta. Brazil’s 
combative communications 
minister, has been replaced 
temporarily following his 
admission to hospital last 
week with a lung complaint 
His illness comes at a crucial 
moment in the privatisation 


of Brazil's enormous tele- 
phone network, due to be 
sold later this year for at 
least $20bn_ 

Mr Motta. known as “the 
tractor" and “the first 
friend” of President Fern- 
ando Henrique Cardoso, is 
replaced at the ministry by 
his deputy, Juarez Quadras. 
Responsibility for overseeing 


telecoms privatisation goes 
to Luiz Carlos Mendonga de 
Barros. president of BNDES, 
the national development 
bank. Mr Malta's role as Mr 
Cardoso’s campaign man- 
ager to October's general 
elections will be taken by 
Eduardo Jorge Caldas, sec- 
retary-general at the presi- 
dency. 


While' Mr Motta has 
proved himself a capable 
administrator overseeing the 
privatisation of Brazil's mas- 
sive teLeccanmunications sec- 
tor, it is his political talents 
that wjQl be missed the most 
analysts say. 

Financial markets have 
been concerned by Mr Mob 
ta’s condition for some days 


and reacted positively to his 
replacement, especially to 
the involvement of Mr Men- 
donga "de Baxros. 

. Mr Motta recently flew to 
Denver to be - treated for. 
breathing difficulties and 
appeared in pubflc last week 
using a portable breathing 
apparatus. He was kept to 
intensive care in a SSo Paulo 


hospital over the weekend 
but was reported to be show- 
ing some improvement yes- 
terday. 

• Brazilian inflation as mea- 
sured by the national con- 
sumer prices Index was 0.49 
per cent in March, down 
from 0.54 per cent to Febru- 
ary, the National Statistics 
Institute said. 



There have been dark clouds of economic uncertainly 
hovering over Malaysia. We Malaysians expect 
the picture to dear. In due time. With an optimism 
that is borne out of four decades of incredible 
economic growth the world has been witness to. 

With the perseverance to make changes and sacrifices. 
With the wisdom of solid economic fundamentals 
to see us through. With the determination to do 
everything for the economy to bounce back. 

And bounce bock we will* How can we 
be so bullish about it? Because weVe 
overcome other adver si tie s before. 

And we'll do it again. 


MALAYSIA 
Bullish on Bouncing Back 

h^/hdbwpjom/biJtfi/ 


M-tWOW 


4^ 

Gaidai HofN 


@SAFURA 


TFfc 


Canada ahead of the 
pack in Latin America 


By Andrea CanpM 
’to Buenos Abas 


When 34 leaders from north 
and south America gather in 
Santiago, Chile, this week- 


end to negotiate the Free 
Trade Area.af the Americas 
(£TAA), Canada may find 
itself well ahead at the bar- 
gaining table. . 

The hemisphere’s north- 
ernmost member has pur- 
sued an aggressive policy to 
boost investment and 
strengthen its trade ties with 
Latin America. It forged a 
free trade deal with Chile 
and is in the midst of ham- 
mering ont a trade and 
investment cooperation pact 
with the Southern Common 
Market (MereosurX the cus- 
toms union made up of 
Argentina, Brazil, Paraguay 
and Uruguay. 

This Is to contrast to the 
US, which is perceived to 
have lost influence over 
L a tin trade policies since 
Congress denied President 
Bill Clinton “fast track” 
trade negotiating authority 
late last year. . 

In January Jean Cbrdtlen, 
Canad ia n prime minister, led 
toe largest Canadian trade 
mission on a tour of Mexico. 
Brazil, Argentina and Chile. 
The mission, the second In 
three years to Latin Amer- 
ica, resulted to 306 agree- 
ments worth about C$L3bn 
(USgLSbnX 

While the trip's highlight, 
the signing of the Canada- 
Mercosur accord, was stalled 
over a commercial dispute 
between Canadian and Bra- 
zilian companies, the agree- 
ment should be signed 
before June. In the mean- 
time, Canadian, companies 
are already enjoying freer 
access to the powerful bloc 
through C h ile, which signed 
a bilateral free trade agree- 
ment witii Mercosur to 1996. 

“These are exciting times 
because we can Hnk through 
Chile into the rest of the 
region. 71 said Frank Wong, 



Chr6tian: led mission 

general manager of the Cal- 
gaiy-based Nova Gas Inter- 
national to Chile 

It is an important head 
start for Canada and is a 
position Canada has often 
used to its benefit, encourag- 
ing new trade partners to 
work together as a counter- 
weight to US Influence in 
the hemisphere. 

Encouraged by the 
region's liberalising econo- 
mies and dynamic growth 
potential, Canadian direct 
investment in Latin America 
has close to quadrupled 
since 1991, reaching c$9.5bn 
to 1996, according to Statis- 
tics Canada, Traditionally 
weak bilateral trade has afoo 
increased, from C$7.2bn in 
1991 to C$16.7bn last year. 

Half that trade is with 
Mexico. Since becoming 
partners to the North Ameri- 
can Free Trade Agreement 
in 1994, Canadian companies 
have flocked to Mexico. So 
for 700 groups have invested 
US$L5bn, pushing Canada 
from ninth to fourth largest 
foreign investor in four 
years. Canada’s entrance 
into Mexico has also served 
as a gateway into the rest of 
Latin America, with compa- 
nies particularly interested 
in Chile and its huge min- 
eral wealth. 


From Chile, Canadians 
naturally followed the min- 
eral-rich cordfflem into Peru 
and Argentina. Of about 80 
waning companies that have 
rushed to Argentina in 
recent years, half are Cana- 
dian, including Rio Algom, 
which has a 25 per cent 
share in Bajo de la Alum- 
brera, Argentina's first big 
foreign mining project. 
When the US$Obn Alum- 
tarera enters full production 
this year it will be the 
world's ninth largest copper 
mine and South America's 
most important gold inter- 
est 

“We had our reservations 
to the beginning, we were 
nervous, but we have no 
regrets,” said UUi Rath, 
vice-president of corporate 
development for Toronto’s 
Rio Algom, which has more 
than US$2bn in new projects 
under development in South 
America. 

Nova Gas International 
has no regrets either. The 
company, with $5bn in 
annual sales, is part owner 
of one of the world’s largest 
methanol plants to southern 
Chile and has just completed 
its first natural gas pipeline 
between Argentina and 
Chile. “The pipeline business 
is a buzz in South America 
and we see ourselves as well 
positioned to take advantage 
of that," Mr Wong said. 

And as trade and invest- 
ment continue to grow, Can- 
ada aims to be able to gain 
the edge in a host of other 
sectors - from telecommuni- 
cations to forestry, environ- 
mental technologies, bank- 
bog and construction. 

“We don't come to T-arin 
America with a lot of bag- 
gage - there isn’t any poli- 
tics attached to business,” 
said Susan Harper, ramm er- 
dal officer with the Cana- 
dian embassy to Argentina. 
“There are some disadvan- 
tages to not having a history 
here, but there are *i«n lots 
of advantages," 


Washington to toughen 
air safety policy 


By Richard Weffia 


The US government 
yesterday unveiled a new air 
safety policy to improve 
inspection of aircraft gn gmpa 
and raise the standard of 
pilot warning systems. 

A1 Gore, vice-president, 
said the new measures were 
aimed at reducing airline 
accidents by 80 per over 


the next 10 years. “The stops 
we are announcing today 
will make the safest skies fa 
the world even, safer,” he 
said. 

Under the initiative, air- 


lines will receive instruc- 
tions from the Federal Avia- 
tion Administration to con- 
duct more rigorous checks 
on critical engine parts. 

The FAA will also order 
terrain avoidance systems to 
be installed on almost all 
commercial aircraft by 2001, 
e nd i n g the current voluntary 
scheme. The system wares 
pilots when an aircraft is 
getting dangerously dose to 
the ground. 

The Airline Pilots’ Associ- 
ation yesterday praised the 
FAA Plan - which also ahni 
to analyse data on accidents 


around the world • 
rational ordering 
safety priorities’* to 
previous ad hoc gov 
measures. 

The policy atmooj 
comes just a wee 
safety Inspectors 
mended widespread 
of fuel gauge wiring 
log aircraft. The b 
Transportation Safet 
said thousands of 
should be inspected 
vent another disast 
as that which broujd 
TWa Fhght 800 tw 
ago, killing 230 peopli 
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Arabs say last rites 
for peace process 



Tutu o ut si de the court yester da y: ‘We don't want to humBato Botha* Reutera 


Botha faces moment of truth 

TRC at aD, calling it a "circus”. 
Mr Botha faces a floe of 


Algerian local 
officials held 
over killings 



By Mark ftAand and 
David Gardner in Can 

The Middle East peace 
process is likely to be 
declared officially dead 
within eight weeks if Israel 
falls to abide by agreements 
to withdraw its troops from 
occupied Arab land. 

Amr Moussa. Egypt's for- 
eign minister, yesterday 
gave a clear signal that after 
more than a year of failed 
attempts to salvage the Pal- 

estinian-Israeli Interim 
Agreement signed in Oslo in 
1993, a serious diplomatic 

reassessment is likely by 
Arab states if Israeli troops 
remain in Palestinian areas 
of the West Bank beyond a 
mid-June deadline. 

“They have to know that 
the peace process is dead if 
that deadline is reached 
[without a troop with- 
drawal].” Mr Moussa said in 
an interview yesterday. 
“Nobody buys this process 
any more.” he said. 

Egypt is in close consulta- 
tion with Syria and Saadi 
Arabia and the three coun- 
tries are expected to draw ap 
a joint agenda if US efforts 
continue to fail. Arab leaders 
may also convene a regional 


W hen Tony Blair, UK 
prime minister, visits 
Israel and the occu- 
pied territories later this 
month, one issue he Is expec- 
ted to raise is Gaza Interna- 
tional Airport 
The $63m airport, half 
financed by European Union 
donors, is located south of 
Gaza city and near the Egyp- 
tian border. The runway is 
complete. The main te rminal 
is ready for operation. 
Moroccan craftsmen are fin- 
ishing off the VIP lounge 
with tiled mosaics. 

But the control tower is 
empty and no aircraft can 


summit of heads of state to 
coordinate their strategy. 

Since Benjamin Netan- 
yahu. Israel's prime minis- 
ter, ramp to power In 1996 at 
the head of a right wing 
coalition, Israel has with- 
drawn its troops from most 
of the Palestinian town of 
Hebron. But further with- 
drawals appear unlikely 
before mid-June. 

Egypt has become increas- 
ingly anxious at the failure 
Of the US to break the dead- 
lock by putting pressure on 
the Israeli government to 
abide by the Oslo agreement 

“It’s up to the Americans 
to save the peace process. If 
[US envoy Dennis] Ross 
comes again and achieves 
nothing, be won’t come a 
second time.” Mr Moussa 
said, referring to a week-long 
attempt by the US envoy ear- 
lier this month to restart 
negotiations. “What is 
needed is a major policy 
action by the US. What is 
their position?” be asked. 

Mr Ross left the region 
empty-handed after a series 
of meetings with Israeli and 
Palestinian leaders. The 
Egyptian government does 
not believe the US can be 
replaced as the main sponsor 


land or depart Donors say 
Israel is holding up delivery 
of German navigational 
equipment until a protocol 
to operate the airport is 
agreed between Israel and 
the Palestinian Authority 
(PA). Once the airport Is 
opened, it will be a monu- 
ment to Palestinian state- 
hood and sovereignty. If It 
stays unused, it will be a 
mausoleum to the peace pro- 
cess. 

As the Palestinians see it 
Israel is setting unrealistic 
demands, knowing the air- 
port will confer on the PA a 
measure of greater sover- 


and mediator in the peace 
process. But it is equally 
determined to maintain the 
Iand-for-peace principle 
agreed in Oslo, even if the 
US fails despite its regional 
Influence to see the agree- 
ment carried out 

“We don’t believe in vacu- 
ums. even if the US is 
unable to lead the peace pro- 
cess." Mr Moussa said. “Any- 
thing the Netanyahu govern- 
ment did would continue to 
be illegal, he said. "There 

will be a reassessment. Busi- 
ness as pguai cannot con- 
tinue.” 

Mr Moussa revealed, that 
Mr Netanyahu telephoned 
President Ho&ni Mubarak of 
Egypt last week in a fruit- 
less effort to convince the 
Egyptian leader that Israel 
remained ready to honour its 
commitments. Mr Mubarak 
has made it dear he no lon- 
ger trusts Mr Netanyahu. 

Evidence elsewhere of this 
distrust lay in the recent 
Lebanese and Syrian rejec- 
tion of Israeli offers to with- 
draw its troops from south 
Lebanon. The proposal to 
withdraw, demanded by a 20- 
year-old UN Security Coun- 
cil resolution, was rejected 
because of Israeli conditions. 


eognty and another symbol 
of statehood. 

Fayez Zairian, the PA’s 
negotiator and chief of the 
Palestinian dvfli air author- 
ity, said it would also give 
Palestinians their first win- 
dow to the outside world. It 
would allow them to trade, 
and enable its people, at 
least from Gaza, to travel 
without passing through 
Israel- It would be the PA’s 
first step to breaking its 
dependence on Israel. But 
before that happens, Israel 
insists on stringent security 
needs. 

The first, said General 
Shlomo Brora, the Israeli 
negotiator, concerns thp role 
of security personnel. Pales- 
tinian and Israeli security 
personnel win together oper- 


Former South Africa president 
P.W. Botha wifl be 
prosecuted for refusing to 
appear before South Africa’s 
truth commission unless a 
deal is reached by today, 
Reuters reports from 
George, South Africa. 

Lawyers for Mr Botha. 82, 
and officials of the statutory 
Truth and Reconciliation 
Commission (TRC) spent most 


ate the airport in different 
locations and conduct differ- 
ent activities. But if there Is 
a dispute, it has not been 
agreed who would have the 
final say. 

“There is agreement in 
principle to have the mini- 
mum presence [of Israelis! at 
the airport," said Gen Brom. 
adding that passengers who 
posed a security risk to 
Israel would not leave or 
enter Cam Israel, as agreed, 
would have access to passen- 
ger lists. 

The second issue is cargo. 
The cargo terminal is not yet 
completed, so all Palestinian 
cargo will first be trans- 
ported to Rafah, near the 
Egyptian border, where 
Israel wants to inspect It to 
stop weapons or military 


of yesterday locked In talks on 
howto reach a compromise 
that would allow the former 
apartheid leader to avoid an 
embarrassing court 

appearance. 

A TRC spokesman said that 
they were working towards 
getting Mr Botha to appear 
before the TRC in a closed 
session. Mr Botha has so tar 
resisted appearing before the 


equipment entering Gaza. 
There is no agreement cm 
the Inspection methods. 


Israel control of Gaza air- 
space, its own FIR should be 
used. The Palestinians, for 
reasons of statehood and 


R20,000 ($4,000) or two years 
In jail If convicted. 

The IRC chairman. 
Archbishop Desmond Tutu, 
said yesterday he stM hoped a 
deal could be reached. “We 
do not seek to humiliate him. 
All that we would hope is that 
he would be able to assist the 
commission," he said. 


peace negotiations, it would 
give Benjamin -Netanyahu. 
Israeli prime minister, an 
excuse not to go ahead with 


meat, a view reflecting their 
complete lack of trust and 


Algerian local officials and 
leaders of civilian militias 
armed by the government 
have been arrested in west- 
ern Algeria on suspicion of 
involvement in civilian kill- 
ings, according to local 
newspapers. 

There is no official confir- 
mation of this. But local 
newspapers base their 
accounts on information pro- 
vided by residents and secu- 
rity officials in the western 
region of Relizane, 250km 
south-west of Algiers. 

Liberia, a French-language 
daily, said a dozen officials 
and heads of militias bad 
been arrested on suspicion of 
Spreading “a reign of terror" 
and executing dozens of 
civilians since 1992 in Reli- 
zane. Libertd said two mass 
g ra ve s , <«nt»iining 17 and 62 
people suspected of having 
been killed by pro-govern- 
ment militias, had been 
uncovered. 

Among the officials 
arrested were two mayors, 
one of them belonging to the 
pro-government party, the 
National Democratic Rally. 
He and others are accused of 
extrajudicial executions, dis- 
appearances, looting and 
extortion. 

Relizane was the site, of 
large massacres of civilians 
in January and several vil- 
lages were reported burned. 


Iranian police yesterday 
broke, up a demonstration by 
2,000 students -demanding 
the release of Gholamhos- 
sein Karbascbl, Tehran’s 
jailed . mayor, ■ Renters 
reports from Tehran. 

- A group of-haidHne activ- 
ists attacked the demonstra- 
torsafter they started chant- 
ing “Karbaschi must be 
freed”, witnesses said. 

The students then started 
marching towards the inte- 


Islamist extremists were 
held responsible for the kill- 
ings and the government 
later sent in the army to 
out extremist cells In 
the mountainous region. 

According to La Tribune, 
another French language 
local daily, a security officer 
who sought to investigate 
the involvement erf govern- 
ment-armed militias in some 
tuning s in Relizane was also 
killed recently. This might 
have triggered the govern- 
ment crackdown. 

The reports In Algerian 
newspapers follow allega- 
tions by international 
human rights groups and 
some Algerian opposition 
parties of widespread human 
rights abuses In Algeria, and 
c«ii« for investigations into 
civilian killings. Human 
rights groups are urging 
western governments to take 
up the Algeria case at the 
United Nations Human 
Rights Commission, now in 
its 54th session in Geneva. 

The government has 
rejected calls for indepen- 
dent inquiries on the ground 
that they may absolve Islam- 
ist extremists, held responsi- 
ble for most of the violence. 
However, government offi- 
cials said yesterday that the 
government had never 
denied that abuses bad 
taken place. But they 
insisted they were neither 
systematic nor generalised. 


rior ministry, about 2km 
away, but were stopped after 
a few blocks by police in riot 
gear who used batons to dis- 
perse the march, they said. 

The detention of Mr Kar- 
baschi, a close ally of Presi- 
dent Mohammad Khatami, 
has become the focal point of 
a power struggle between 
conservatives and moderates 
that has bees brewing since 
Mr Khatami's election last 
year. 


national identity, want their confidence in Israel's 
own. motives. "The Netanyahu 

But beyond these issues, government never wanted to 
thee is a prevailing suspi- view the Oslo accords as an 
don among Palestinians integrated process, each tied 
about Israel’s motives. They to a timetable,” said an EU 
fear that if the airport were diplomat. "I can understand 
opened under the present why the Palestinians are 
circumstances of stalled very wary," • • ; - . 


Airport impasse clips the wings of Palestinian statehood 

Gaza’s terminals will either be a monument 
to sovereignty or a mausoleum to the 
peace process, writes Judy Dempsey 


The third issue Is designa- 
tion of aircraft Every air- 
port a designatio n con- 
sisting of four letters. The 
first two are the Flight Infor- 
mation Region (FIR). Israel 
insists that since the 1995 
Interim Agreement gives 


further troop pullbacks from 
the West Bank or establish- 
ing a safe corridor for people 
and goods between the West 
Rank and Gaza. . 

Palestinians insist the-air?. 
port must not be extracted 
from all the outstanding 
issues of the Interim Agree- 


Tehran students’ 
protest broken up 


WORLD TRADE 


Digital detectives surf 
net for jukebox pirates 


By ADce Rawstftom 


The Recording Industry 
Association of America 
iRIAA), which represents US 
record companies, is plan- 
ning a crackdown against 
the pirate digital jukeboxes 
that post unauthorised 
copies of albums and singles 
on the internet. 

Frank Creighton, vice 
president of the RIAA's anti- 
piracy unit, said the associa- 
tion had been monitoring 
the recent increase in digital 
music piracy, and had identi- 
fied a number of internet 
sites suspected of breaching 
copyright. 

The RIAA expects soon to 
take legal action against the 
unauthorised sites. Last 
June, the association set a 
precedent by issuing writs 
against three sites, all of 
which closed down immedi- 
ately. 

Digital piracy is a growing 
concern for international 
record companies. An unoffi- 
cial study recently identified 
1,800 illegal internet juke- 
boxes worldwide. The prob- 


lem Is particularly severe in 
the US. the country with the 
highest level of internet 
usage. 

Illegal digital jukeboxes 
have sprung up all over the 
US, notably on campuses, 
where students have access 
to college servers. New 
recordings are often posted 
up on internet sites within a 
few hours of release. 

Anyone with a multimedia 
computer can download 
music from these sites on to 
a hard disk, and record it on 
to a compact disc using a CD 
recorder, which can be pur- 
chased for $400. Some digital 
pirates charge consumers to 
download the music, but oth- 
ers offer it free. 

The problem is now so 
serious that the RIAA has 
hired a permanent team of 
“digital detectives" at its 
Washington headquarters, 
who surf the internet in 
search at copyright abuses. 

The association's anti-pi- 
racy unit then tracks dawn 
the illicit sites using conven- 
tional detection methods. 

"Since last June’s legal 


suits, we’ve been actively 
looking for other targets to 
litigate against.” said Mr 
Creighton. “And well be tak- 
ing action very soon.” 

Record companies and 
music retailers plan eventu- 
ally to operate their own offi- 
cial digital jukeboxes by 
delivering music to consum- 
ers over networks, such as 
the internet. 

Some companies are 
already doing so on an 
experimental basis, but they 
are unlikely to proceed 
with folly fledged commer- 
cial digital distribution 
until the necessary legal and 
technical copyright protec- 
tion mechanisms are in 
place. 

Over the long term, 
digital distribution could 
enhance their profitability. 
Retailers will save on 
property and staff costs, 
and record companies can 
increase direct sales to Die 
public. 

However, the music indus- 
try must stem the rise in 
piracy if it is to exploit these 
commercial benefits fully. 


Brittan seeks backing for 
millennium trade round 


By Ken Warn hi Buenos Abus 


The European Union hopes 
to secure Latin American 
hacking for a Millennium 

Round of trade liberalisation 
negotiations. Sir Leon Brit- 
tan. EU trade commissioner, 
said yesterday. Sir Leon said 
Argentine officials had 
responded very positively 
and he hoped to meet the 
same response in Uruguay 
and Brazil. 

The round, which would 
follow the successful 1986-93 
Uruguay Round, was for- 
mally backed by EU trade 
ministers last month. It 
would tackle remaining 
industrial tariffs and invest- 
ment and competition 
issues, “With Argentina, 
it's fair to say I was 
knocking at an open door," 
said Sir Leon, after talks 
with President Carlos 


Menem and senior ministers. 

The US, which has backed 
a sectoral approach to future 
trade negotiations, has not 
yet given its response to the 
Millennium initiative. 

The EU was also seeking a 
mandate to begin trade nego- 
tiations with Mercosur, the 
customs union which groups 
Argentina, Brazil. Paraguay 
and Uruguay, $ir Leon said. 
"We hope to have a text to 
present to the Council of 
Ministers in June so we can 
start the talks next year." 

Sir Leon denied his three- 
nation Latin American trip 
was a preemptive European 
strike ahead of this week- 
end's Summit of the Ameri- 
cas in Santiago. Chile, where 
talks will begin on forging a 
Free Trade Area of the 
Americas (FTAAj. 

“We are not in a race with 
the FTAA and we don't have 


any hangups about it It is 
up to them to deride how far 
and how East they want to 
go," he said. But it was 
esse n tial that any eventual 
Americas-wide agreement 
should conform with World 
Trade Organisation rules, 
and should lower barriers 
Internally but not raise them 
externally. 

Argentina, which wants 
greater access to European 
markets for its agricultural 
exports, is continuing to 
press bard for changes to the 
EU's common agricultural 
policy. Sir Leon said. 

Sir Leon criticised last 
year’s move by Mercosur to 
raise its common external 
tariff by 3 percentage points. 
“It is perfectly lawful under 
WTO rules but it sends a bad 
signal. I was pleased by 
Argentine assurances that 
the move was temporary." 


Prince 
invests in 
Teledesic 

By Christopher Price 
In San Francisco 


Prince Alwaleed bin Talal, 
the International investor 
and nephew of Saudi 
Arabia’s King Fahd, yester- 
day said he had invested 
$200m in the privately held 
Teledesic telecommunica- 
tions company. 

Teledesic, backed by 
Microsoft's Bill Gates, is to 
begin operating by the end 
of 2002. with 288 satellites 
providing two-way, broad- 
band communications any- 
where in the world. 

Boeing of the US is to 
build arid deploy Teledesic’s 
planned $9bn satellite net- 
work of access to telecom- 
munications services such as 
the internet and video con- 
ferencing. 

With an estimated fortune 
of $llbn. Prince Alwaleed 
has an international portfo- 
lio which includes stakes in 
banks, real estate, hotels, 
broadcasting, computers and 
an airline. 

Prince Alwaleed has also 
recently bought stakes in 
Korean and Malaysian auto- 
mobile manufacturers. 


CAM ISEA PR OJECT OFFICIALS SUS PECT SHELL, MOBIL WA NT FURTHER TAX CONCESSIONS 

Peru gas scheme faces delay 


By Safly Bowen fo Una 


Shell and Mobil are expected 
to lodge a formal request 
this week to postpone for six 
months the fun development 
of Peru’s vast hydrocarbons 
reserves in the south-eastern 
Jungle area of Camisea. 

Initial investment in the 
trans-Andean pipeline and 
basic infrastructure is esti- 
mated at upwards of $2.5bn, 
while a petrochemicals com- 
plex based on Camisea's nat- 
ural gas would demand $3bn 
in a first stage. 

The request comes as an 
embarrassment to the Peru- 
vian government, which has 
dubbed Camisea the “deal of 
the century. 1 ’ Ministers have 
already stated that any post- 
ponement would be unfortu- 
nate and, under the terms of 
the contract signed two 
years ago, the government 
appears to have the right to 
deman d that the Shell-Mob il 
consortium proceed immedi- 
ately or pull out altogether. 

Shell and Mobil are alleg- 
ing technical grounds for the 
postponement* drilling at the 
two enormous reservoirs. 
Saw Martin and Cashiriari, 
has revealed particularly 
troublesome fractures in the 



bedrock, meaning the ratio 
of saleable liquids to cum- 
bersome gas is sharply lower 
than originally thought Ini- 
tial estimates of reserves - 
some H.OOObn cubic feet of 
natural gas and 600m barrels 
of liquids and condensates, 
making this one of the 
world's largest of its kind - 
are not affected. This techni- 
cal problem has, however, 
been known about for many 
months. 

The government seems to 

suspect Shell-Mob LL has ulte- 
rior motives for the proposed 
delay: some senior nffiriaig 
in Perupetro, the state's 


entity for hydrocarbons con- 
tracts, accuse the transna- 
tional consortium of seeking 
further tax concessions and 
incentives. The consortium 
is already the beneficiary of 
a law which grants early 
drawback of Peru’s 18 per 
cent sales tax on all pur- 
chases made in the develop- 
ment phase. 

While Camisea’s conden- 
sates have a ready and 
thirsty local market and 
good export potential, natu- 
ral gas is unknown as a fuel 
in Peru. The pipeline is 
expected to bring a huge 
500m cubic feet daily over 
the Andes to Lima. So far, 
only a handful of large 
industrial customers have 
signed pretindnary contracts 
for supply and there are no 
tax incentives to cut their 
conversion costs. 

Disappointing, too, has 
been the decision by Ener- 
Sur - a wholly owned sub- 
sidiary of Belgium's Tracte- 
bel - to press ahead with 
construction of some 460MW 
of coal-fired energy plants in 
Peru’s energy-hungry south. 
Shell and Mobil had hoped 
environmental arguments 
would persuade both inves- 
tors and government to 


plump for cleaner, home-pro- 
duced gas instead of import- 
ing coal from Indonesia. But 
funding has now been 
secured, with the Inter Amer- 
ican Development Bank 
ranirinp itself responsible for 
finding three-quarters of the 
$440m total required. 

Shell and Mobil say pri- 
vately that they are still con- 
vinced Camisea will go 
ahead. Several hundred 
people are already employed 
foil time by the Bechtel-led 
consortium charged with the 
final design and engineering 
work for the a m b itious dual 
pipeline - which commences 
in virgin rainforest and rises 
to 4,500m above sea level 
before dropping down to the 
coast. But a big re think by 
both private sector investors 
and government now seems 
inevitable. 

One likely modification to 
the original development 
plans may be to use some of 
Camisea’s gas to generate 
electricity close to the well- 
head. This would substitute 
energy generation capacity 
lost when the Machu Picchu 
hydro plant was knocked out 
- apparently permanently - 
by a rock and murfaiiHp in 
late February. 
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lumber 

By Edward AJden fn Toronto 


A dispute over Canadian 
softwood lumber exports to 
the US could be rekindled 
after a US Customs Service 
ruling that will block about 
S20m a month in Canadian 

sales. 

But Canadian producers 
and the government are 
expected to tread carefully 
to avoid re-opening a new 
round of battles with the US. 
The Customs' decision, 
which will be published 
today, closes a loophole that 
had allowed Canadian com- 
panies to bypass a quota and 
raise shipments to the US. 

The US and Canada two 
years ago agreed to restrict 
Canadian duty-free exports 


to I4.7ton board feet of lum- 
ber each year. Shipments 
above the quote face a 950 to 
J100 charge on each 1,000 
board feet. The deal was 
reached in exchange for US 
lumber producers agreeing 
not to pursue counterv ailing 
duty actions against Cana- 
dian companies. 

But Canadian producers 
discovered a loophole in the 
carefully crafted agreement 
last February, when British 
Columbia-based Canfor won 
a customs ruling that dimen- 
sional lumber modified by 
small drill holes should be 
classified as a separate prod- 
uct and not subject to the 
quota. 

Since then, Canadian 
exports of the modified prod- 


uct have surged by about 
$20m a month. The Customs’ 
decision to close that loop- 
hole will not immediately 
hurt Canadian exports, 
because the new quota year 
began on April L 

But it could well start 
pinching lumber producers 
by the autumn, particularly 
in British Columbia where 
traditional export markets in 
Asia collapsed after the 
financial crisis. 

British Columbia is also 
trying to give its belea- 
guered forest companies a 
break by easing environmen- 
tal regulations and possible 
lowering its charge for cut- 
ting on crown land, moves 
that are being eyed carefully 
by US lumber producers for 


Possible violations of the 
deal. 

While some forest compa- 
nies are eager to fight the 
ruling, the chief spokesman 
for the industry says that 
would be a mistake. Jake 
Kerr, chai rman of Vancou- 
ver -based Lignum, says it is 
more Important to “preserve 
the integrity of the lumber 
agreement” than to keep the 
loophole open. 

Bany Appleton, a Toronto 
trade lawyer, said Canmiian 
lumber companies may have 
no choice but to swallow the 
decision. “Canada is between 
a rock and a hard place," he 
said. “It doesn't like the deri- 
sion but it would be even 
more unhappy if it didn’t 
have an agreement" 
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Compute r systems 

with the phenomenal | power to compute 

the absolute toughest problems. 

■* 




Insight comes from seeing and solving your toughest 'problems ^ in ways not possible beforeL • 

Computers are merely tools, the best of which help you see, understand and create things you never could before. 

This is what separates Silicon Graphics® systems from every other type of computer today. 
Computer systems with the phenomenal power to compute the absolute toughest problems. 

Computer systems that can visualise the most complex data with the most clarity. 

These two factors, and our in-depth industry knowledge are why every major corporation, 

in every major industry uses Silicon Graphics systems. 

Together they help companies fundamentally change the way business is done in manufacturing, science, energy, government, 
entertainment and communications. They are the reasons companies lead their industries in finding opportunities where before there were none. 

They are the reasons Silicon Graphics is again poised to become the most talked about computer company in the world. 



Equipment, time end resources 
are spared by the ability to 
train, simulate and run operations 
more realistically for customers like the 
U S. Departments of Defense and Energy, 
Lockheed Martin, 

NASA and 

the National Institutes of Health. 



Revolutionary new 
processing and visualisation 
have turned declining oil fields 
into lucrative energy reserves 
for companies like 
Chevron, Pemex, Phillips Petroleum 
and Texaco. 



In order to succeed today, companies must combine massive amounts of data with the ability to see that data in more meaningful ways. 
Traditionally, these applications involve modeling, simulation, design and special effects. Moving forward, you will need applications for creating 

business intelligence, storing and serving complex media, 
and leveraging the power of the networked world in a data intensive environment. 

All require the strengths of Silicon Graphics solutions. 
All require solutions that enable the true power of human insight. 



Tremendous modeling and 
simulation power 

makes it possible for companies like 
Boeing, Chrysler. 
Harley-Davidson, Hyundai and 
Renault to bnng better products 
to market faster. 









Computer s ystems with the 

power to visualisel the most complex data 


with the most clarity. 
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The insight of knowledge. 

The insight of creativity. 

The insight of innovation. 

Today, you can let data lead you to powerful insights, or you can let its complexity and growth suffocate your 
business. Silicon Graphics systems eclipse the capacity of ordinary computers to convert data to knowledge. 
Our systems’ advanced architecture and performance 
are keystones of competitive insight for our customers. 


In addition to our core commitment to the UNIX® 
environment, Silicon Graphics is now allied with Intel 
and Microsoft, extending this power to new platforms, 
and enabling us to provide added choice for our present and future customers 


iP- 

jlU 

Communications 

Fueled by deregulation and the 
Internet revolution, companies 
like Czech Telecom, Digex, 

GTE SuperPages Interactive Services, 
Hiway Technologies and Telewest 
use our technology to create 
new revenue generating services 
and cost-effective Internet 
infrastructure. 



Used by companies like 
Industrial Light & Magic, 
Square USA, Sony Pictures 


Entertainment and 
The Walt Disney Company, 
our technology has been 
the power behind 
blockbuster special effects, 
the most realistic gaming systems 
and now, is at the forefront 
of the world's transition to 
Digital Television. 



Science - 

Revolutionising the industry by 
enabling companies like 
Bristol-Myers Squibb, DuPont and 
Schering-Plough to develop 
advanced techniques that move science 
from the laboratory bench 
to the computer. 


Innovation, creativity and knowledge are all supremely human factors 
in the equation for solving the toughest business problems. 

To foster the insights that generate these factors, 
more companies turn to Silicon Graphics computing. 

It’s where they find the power of insight. 



SiliconGmphics 


www.sgi.com 
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Many of my colleagues have asked why I recently decided to take on the challenge of leading Silicon Graphics 
into the 21st century. The answer is simple. I believe Silicon Graphics has tremendous potential to become the 
most powerful resource in the world for generating, fostering and expanding human creativity and insight. 


Fueling this potential are three core competencies: High-performance computing, visualisation, and our thorough 
understanding of the markets in which we thrive. 

The combination of these three factors make Silicon Graphics unique in the industry, and it makes us a powerful 
resource for powerful business. 

To make this resource more accessible, Silicon Graphics is pushing the envelope with present and future 
technologies. In addition to our continued commitment to the UNIX environment, the future inclusion of. Intel 
and Microsoft technology and software will expand our product offering to our key markets. 

Perhaps the most important signals for the success of Silicon Graphics are its customers and employees. Otir 
customers repeatedly bring us their toughest computing problems, and our employees repeatedly create solutions 
uniquely capable of solving them. That’s why Silicon Graphics will continue to be the power behind the world’s 
most powerful companies. That’s why every one of our 10,500 employees comes to work each day. And that’s 
why I chose to pour my energy and passion into this company. 

the power of insight 



Richard E. Belluzzo 
Chairman 

Chief Executive Officer 
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!.f!*^P... l .l!l.y, E STMENT LG AND H Y UNDA I MOVES WILL ADD TO DISMAY I N SCOTLAND AND WALES 

Korean factory start-ups delayed further 


By James Buxton in Edinburgh 

Senior executives at LG and 
Hyundai, the Korean compa- 
nies. have warned of further 
delays in opening their bi» 
semiconductor plants in 
Wales and Scotland. Both 
companies are seeking inter- 
national partners with 
whom to complete their pro- 
jects. 

LG said its semiconductor 
plant at Newport in south 
Wales would now open at 
the end of 1999 , five to six 
months later than previously 
announced. An official said 
LG was looking for another 
aunpany to become involved 
in the scheme and disclosed 
that LG had so far raised 


only $300m-$400m of the 
$2.1 bn needed to complete it. 

At Hyundai Semiconduc- 
tor a senior manager said 
there was a 50-50 chance of 
farther postponement in the 
opening of its KUbn semi- 
conductor plant at Dunferm- 
line in Scotland which 
already slipped from the end 
of 1998 to the end of 1999. It 
too was looking for a partner 
and would have to “review 
the project" if it did not find 
one. 

The warning of further 
delays to the two big inward 
investment schemes «»>»> in 
interviews by the BBC with 
the companies in Seoul. 
They are likely to cause dis- 
may in Scotland and Wales 


Assurance from Japanese envoy 


Sadayukl Hayashi, the Japanese 
ambassador to the UK, 
yesterday assured industrialists 
In north-east England that any 
lufl In Inward Investment by 
Japanese companies would be 
temporary and that “there will 
be a resumption of sodh 
ventures when the 
circumstances seem rtgW, 
Gautam Malhani writes. Mr 
Hayashl told Industry leaders at 


a reception in Newcastle upon 
Tyne, the area's main city, that 
the closure of Mitsubishi's 
coioir television production 
plant In Scotland last week 
“should not be taken as the 
signal for large-scale 
retrenchment*. He sad 
Japanese tone-term investment 
“is not about to change due to 
temporary macro-economic 
cflfficuhtes* axperiwvced in Asia. 


and further potential embar- 
rassment to the UK govern- 
ment which is committed to 
give large amounts of finan- 
cial aid to both schemes. 


LG and Hyundai are 
affected by the economic cri- 
sis feeing South Korea. Both 
are financially over- 
stretched and are under 


strong pressure from their 
government not to increase 
foreign borrowing. Their 
quests for other electronic 
companies to become 
involved are restricted by 
the limited number of com- 
panies worldwide large 
enough to undertake Invest- 
ments on this scale. 

The LG semiconductor 
plant, set to employ 1,700. is 
part of a $2L5bn investment 
by the company in Wales, 
envisaging the eventual 
employment of more than 
6,000. 'Hie four-storey shell of 
the semiconductor plant has 
already been built but is 
waiting for the installation 
of equipment. 

Earlier this year LG 


blamed the postponement of 
the plant’s opening by six 
months to mid 1999 on its 
decision to introduce more 
modern semi conductor tech- 
nology into the facility. 
Hyundai last December 
moved back the opening of 
its Dunfermline plant by a 
year to the end of 1999. In 
February it curtailed most 
work on the completion of 
the shell of the facility for a 
four month period. It also 
emerged that it was negotia- 
ting with Scottish Enter- 
prise, the development 
agency, to obtain ownership 
of the site in order to make 
it easier to raise finance to 
complete it and to attract a 
partner. 


N Ireland deal soon to face 
first test from Protestants 


Local members of the biggest party in 
Northern Ireland will have their say at the 
weekend, writes John Murray Brown 


T he Northern Ireland 
peace agreement will 
face its first real hurdle 
on Saturday when David 
Trimble, leader of the pro- 
British Ulster Unionists, will 
seek the backing of his par- 
ty's r uling council. 

His supporters appeared 
quietly confident yesterday 
that the agreement would be 
endorsed. But this weekend 
the grassroots will have 
their say when the 800 coun- 
cil members - representing 
branch offices, the protes- 
tant Orange Order, and 
youth and women’s groups - 
will vote on the settlement. 

There are considerable 
misgivings among these 
groups. The difficulties are 
not so much with the core 
political deal but with the 
so-called equality agenda, 
which many Unionists see as 
appeasing Sinn F6ln, the 
political wing of the Irish 
Republican Army. 

Among activists, there is 
considerable disquiet that 
IRA prisoners are to be 
released without any guar- 


antee that the paramili- 
taries* arms will be decom- 
missioned. One leading UUP 
thinker said the govern- 
ment's reassurance In a let- 
ter to Mr Trimble on the 
issue was “pretty vague". 

Mr Trimble's ability to 
muster support for the deal 
will be critical. “One thing is 


‘Those against 
[the peace 
agreement] have 
nothing to offer 
except more of 
the war* 


clear - Trimble is more pop- 
ular than the agreement," 
said one party member who 
said he bad still to decide 
whether to back the deal 
At first glance Mr Trimble 
appears to face a formidable 
task, with as many as six of 


his 10 fellow MPs said to be 
opposed to the deal But the 
parliamentary party - 
widely dismissed as dino- 
saurs by younger members - 
has rarely been a good mea- 
sure of sentiment in the 
council. 

Mr Trimble's supporters 
point out that when he won 
the leadership contest in 
1905, none of his fellow MPs 
voted for him. Indeed, Mr 
Trimble, John Taylor and 
Ken Ma ginnia accounted, for 
75 per cent of the votes cast 
that night These three are 
now the principal advocates 
of the agreement 

Opponents of the deal 
include old-guard unionists 
led by William Ross and Wil- 
liam Thompson, both of 
whom represent constituen- 
cies in the west of Northern 
Ireland, where unionists are 
in a minority and under 
threat from a resurgent 
nationalism - Jeffrey Donald- 
son, a key Trimble ally, is 
also said to oppose the deal 

Unionists in nationalist- 
held seats In the east of the 
region, such as South Down 
or Newry and Armagh 
appear to be more support- 
ive, but opinion is more 
sceptical in the comfortable 



Prote st ant marchers approach a police line before turning away from a Roman Catholic area in Belfast 


eastern districts of North 
Down and Lisburn, where 
Protestants are in a major- 
ity. 

“I sometimes think people 
just haven't suffered tmong h 
In (protestantj Larne or 
Antrim: they wouldn’t know 
a Sinn Ffein membra* if he 
jumped up and bit them," 
said Bobby Stoker, a Belfast 
councillor for the hardline 
“loyalist" area of Sandy 
Row. In the area he repre- 
sents, he estimates that 80 
per cent of members are for 
the deaL 

“Those against have noth- 
ing to offer except more of 
the war,” he said. 


But Stephen King, a mem- 
ber of the Young Unionist 
Movement, and a respected 
analyst of the party mood, 
said that regional break- 
downs can be misleading. 

Hie pointed out that Lfma- 
vady and Omagh branches, 
both in the west, are said to 
be against the deal, while 
Coleraine and Strabane, also 
in the west, are in favour. 

Official predictions were 
hard to come by yesterday. 

Much will ride on tonight's 
meeting of the influential 
Orange Order. Although the 
order accounts far just 85 of 
the council's members, its 
decision carries weight 


among constituency offi- 
cials, among whom the order 
is relatively strong. 

Mr Trimble’s camp hopes 
the Orange Order, like tbe 
Church of Ireland and Pres- 
byterian Churches, will 
leave the issue to the con- 
sciences of individual mem- 
bers. But a “no" vote tonight 
could sink the agreement 
• President Bill Clinton 
was urged last night to stay 
away from Northern Ireland 
before next month’s peace 
settlement referendum. 
Peter Robinson, of the hard- 
line Protestant Democratic 
Unionist party, said Mr Clin- 
ton would be interfering. 


NEWS DIGEST 


SOCCER WORLD CUP 


Storm as French minister 
invites ticketless fans 

Michelle Demessine. the French tourism minister, yesterday 
stirred up fresh controversy over the ticketing arrangements 
for this summer's soccer World Cup when she invited ticke- 
tless British supporters to visit France during the month-long 
tournament The invitation to fans to “join the party” in France 
contradicts the policy of the French and British governments, 
which have advised fans without tickets to stay at home. Only 
last month the UK government launched a £lm (Si. 6 7m) tele- 
vision advertising campaign aimed at dissuading ticketless 
fans from travelling to France. The supply of tickets for British 
fans is insufficient to meet the demand and the authorities are 
worried about the security implications of having tens of thou- 
sands of fans desperate to buy tickets congregating outside 
stadiums. Mme Demessine not only invited ticketless fans, 
she also said there would be no checks on the names of tick- 
ethofctere at stadiums. Previously, the French organisers have 
warned fans that those found with tickets carrying somebody 
else's name would be prevented from taking their seats. Pat- 
rick Harverson, London 

STRONG POUND 

Industry’s prices kept down 


Deflationary forces 

3-mcrtSi cxi 3-menlft anouflsed % ctanQe 
Output tapiit 

20 6 


Core output puces* 



The strong pound has helped 
keep the prices of goods 
leaving the factory gate at 
their lowest level for more 
than 30 years. Cheaper 
imports meant the price of 
core goods produced by UK 
manufacturers increased by 
0.3 per cent in the year to 
March - the lowest annual 
increase since July 1967, the 
Office for National Statistics 
said. In March the increase 
had been 0.4 per cent. The 
core price index excludes 
volatile oil production and 
food, drink and tobacco, 
which tend to be highly sea- 
sonal or influenced by gov- 
ernment duties. Overall, manufacturers' prices increased by 1 
per cent in the year to March, compered with a 0.7 per cent 
rise in February. The ONS said manufacturers' raw material 
and fuel costs fell by just over 10 per cent In the 12 months 
to March. Imported raw materials make up about 65 per cent 
of manufacturers' Input costs. Richard Adams, London 


POLITICAL MEMOIRS 

Thatcher rival to publish 

Michael HeseWne. the strongly pro-European Conservative 
who was deputy prime minister in John Major's government 
will produce his autobiography in two years, It was disclosed 
yesterday. It will be published by Hodder & Stoughton, which 
said there had been a “hotly-contested” auction for the rights. 
Mr Heseltine, who stormed out of Margaret Thatcher's Cabi- 
net in 1986 and signalled her political demise by standing 
against her for the party leadership in 1990, has promised a 
frank account of his 30 years at the forefront of politics. 


Rail route may 
go to France 


By Jonathan Ford ia London 

Central Railway, the private 
company whose plans to 
build a £3bn ($5bn) freight 
rail link from the English 
Midlands to tbe Channel 
tunnel were rejected by the 
UK parliament in 1996. is 
drawing up revised propos- 
als that would extend the 
link to the north of England 
and carry passenger trains. 

Under the new plan, the 
line would more than double 
in length to 645km and 
would run from Liverpool 
through Manchester. Shef- 
field. Leicester and London 
to Lille in northern France. 
It would be used mainly for 
freight but would also carry 
passengers. 

Central’s original scheme, 
which envisaged a 300km 
link between Leicester and 
the Channel tunnel, was 
rejected after attracting 
fierce criticism from MPs 
along its route who claimed 
homes would be blighted. 

Central said it had decided 


to revive the sche me because 
of the government’s enthusi- 
asm for encouraging rail 
transport.’ “If the govern- 
ment really wants to get lor- 
ries off the roads, the only 
way to achieve it is through 
Central Railway or some- 
thing like It,” said Alan Ste- 
vens, finance director. 

Central believes it could 
be carrying up to 30m tonnes 
of freight within two years 
of opening the line, which 
would take 2m lorries a year 
off the roads. 

It plans to take over dis- 
used rail track and parts of 
the existing network to 
carry lorries on flatbed 
wagons and double-stacked 
containers. 

The company has yet to 
make an application to the 
transport department. 
Should it do so and the 
scheme he approved by par- 
liament, the project would 
face a three-year approval 
period prior to construction, 
which would take around 
five years. 


Airport food 
wins praise 


Tbe Noon Indian restaurant 
at London's Heathrow air- 
port was described yesterd a y 
as the “most outstanding 
establishment” at a UK air- 
port in (he first report rank- 
ing airport catering outlets. 

The guide, launched by 
Egon Ronay, the food critic, 
also praised tbe Pret A M an- 
ger sandwich bar, Harry 
Ramsden's fish and chip 
shop and the Metro Cafe at 
Heathrow. Gatwick airport’s 
Planet Hollywood and two 
Metro Cafes were also 
praised. 

Mr Ronay said food on 
offer at airports had 
improved “immeasurably” 
since BAA commissioned 
him and a team of inspectors 
to monitor quality. He said 
this was just as well for pas- 
sengers given tbe low stan- 
dards of food served to them 
on aircraft. But there was 
still room for improvement 

Mr Ronay said: “Six years 
ago it really was almost 
impossible to get a good cup 
of coffee. Now it's a very dif- 


ferent situation.” Neverthe- 
less too many passengers 
were still being fed “dry and 
tasteless" burgers and 
watery coffee. 

• The government yester- 
day called an tourism organ- 
isations the public for 
ideas on how to protect 
Britain’s tourism sites from 
the danger of destruction by 
mass tourism, writes 
Scheherazade Daneshkhn. 

Tom Clarke, minister for 
film and tourism, said the 
government was committed 
to the growth of tourism, 
which provides one in eight 
UK jobs and accounts for 
more than 7 per cent of gross 
nati onal product 

But he said the industry 
had to be developed in a way 
that was sensitive to the 
environment. 

Mr Clarke said there was 
no evidence that any area of 
tha country had been dam- 
aged by tourism but wanted 
a strategy to cope with tour- 
ism growth over the next 
two decades. 


Bank’s ethics under scrutiny 


A Coop report will 
provide ammunition 
for those who have 
dismissed its claims 
as gimmicks, says 
George Graham 

T be Cooperative Bank 

has for years annoyed 
its competitors with 
its holier-than-thou adver- 
tisements and its marketing 
campaigns designed to put 
rival hanks on the spot as 
financiers of death aud 
destruction. . 

But when the bank pub- 
lishes Sts financial results 
today it will also he putting 
its ethical claims up for scru- 
tiny, with the publication of 
Its first “partnership report”, 
covering relationships with 
staff, customers, suppliers 
and the wider community. 

The results, audited by 
Richard Evans of a group 
called “ethics etc", will pro- 
vide some ammunition for 
those who have dismissed 
the Co-op's ethical and eco- 
logical claims as marketing 

Customers who rushed to 
up for the bank's bio- 


The bank that has to say no 
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degradable credit card, 
launched with much trum- 
peting last year, for example, 
will be disappointed that the 
Co-op failed to recycle a sm- 
gle ; can, tin or piece of alu- 
minium last year. 

“NatWest recycles more 
cans than we do, although 
we are better on plastic 
cups. 

“We were so busy develop- 
ing biodegradable credit 
cards and ecologically sound 
fire systems that we lost 
sight of it,” confesses Paul 
Monaghan, who ran the part 
nersbip team for the bank. . 

The bank also draws only 
lA per cent of its staff from 
ethnic minorities, when they 


make up 3J9 per cent of the 
population in the north-west 
of England, the Co-op’s home 
region. 

. Overall, however, file Co- 
operative Bank believes its 
partnership audit has pro- 
duced a ringing endorsement 
of its ethical and ecological 
stance. 

Questionnaires found, for 
example, that 88 per cent of 
staff said they were proud to 
be employed by the bank 
and 67 per cent of current 
account customers sai d they 
were very satisfied with tbe 
service. . 

Perhaps most importantly 
for the Co-op’s credibility, 
the audit concludes that the 


hank follows through on Its 

wwnmihnMit not tO ftiw 

the arms trade, oppressive 
regimes, exploitative factory 
farming, the for trade, blood 
sports or businesses that use 
arrhwniw for testing cosmet- 
ics. “Fox hunts do get turned 
away - and yes, they do 
apply,” says Simon Williams, 
head of corporate affairs. 

Mr Evans' reviewed the 
procedures f«: implementing 
the hank’s ethical policy and 
checked decisions taken on 
new customers. ”1 am satis- 
fied, 'fixan reviewing a ran- 
dom sample of cases referred 
by the screening process to 
the rihical policy unit, that 
fim ethical policy in all cases 
overrides any consideration 
of economic advantage to 
the bank," he says. 

If Co-op denies that its 
social and ethical position- 
ing is just a marketing gim- 
mick, Mr Williams insists 
that it is not altruism, 
either. "We are not seeing 
tbfa as philanth ropy or do- 
good ism or a marketing 
ploy. There is a deep-rooted 
belief that there is a busi- 
ness purpose to this - that if 
we do all these trangw, better 
profits will result" 
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■ The euro is on Its way. On the first weekend regions, it offers local expertise in a global 

in May 1998, the member states of the Euro- context ■ Here too, DG BANK operates by 

pean Monetary Union (EMU) will be deter- a principle that makes every customer a part- 

mined and the European Central ner j n a singular way. We call 

Bank established in Frankfurt it the WIR PRINZIP, to which 

Germany’s prominence as a fi- DG BANK and its staff are 

nanclal center is thus destined wholeheartedly committed, ft is 

to further increase. M From its rooted in the classic tradition of 

Frankfurt headquarters, DG BANK is ideally the cooperative system linking equal business 

positioned to help business gain a clem*- partners. And it has a great future. Because 

sighted view of the complex Euromarket And it exemplifies the central idea of partnership: 

with a presence in the workfs major economic mutual cooperation leads to mutual success. 

H«HJ Office: DG BANK, H D-60265 Frankfurt am Main, Gamuny. Offices in: Amsterdam. Atlanta, Bangkok. Beijing, 
Budapest. Cayman Islands, Hong Kong, Jakarta, Johannesburg, London, Luxembourg, Madrid, Mexico City, 
Mian, Moscow, Mumbai (Bombay], New York, Parts, Prague. Sio Paulo, Seoul, Shanghai, Tokyo, Warsaw. Zurich. 
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INDUSTRIAL RELATIONS UNION LEADERS WILL_MEETNEXT WEEK TO DECIDE STRATEGY OVER GOVERNMENTS STANCE ON RECOGNITION 

Trade unions edge closer to dispute with Blair 


By Robert Taylor, 

Employment Editor 

A confrontation over 
recognition of trade unions 
in workplaces is growing 
closer with the decision of 
union leaders to meet in 
emergency session next 
Monday to decide their strat- 
egy. 

Union leaders are con- 
vinced Ton}- Blair, the prime 
minister, intends to push 


through a union recognition 
law in line with the demands 
of employers, who say they 
want legislation ensuring no 
return to workplace power 
exercised by small groups of 
militants. 

The general council of the 
Trades Union Congress must 
decide on Monday whether 
to continue negotiating with 
the government over the 
details of recognition on 
employer terms or affirm 


their opposition to what is 
being proposed. Until now 
the trade unions have 
remained united against any 
dilution of Labour’s pre- 
election commitment to rec- 
ognition. 

Over recent months, how- 
ever. Mr Blair and his advis- 
ers have made dear they do 
not accept the TlTC’s posi- 
tion that only a majority of 
w oricers voting in a ballot 
would be necessary to secure 


World Bank link to 
IMF must change, 
says aid minister 

The government’s tamed maverick has 
not abandoned her forthright approach to 
international affairs, says Liam Halligan 


recognition from a company. 
The prime minister also 
wants small companies 
exempted from any recogni- 
tion provisions. 

Both these positions are in 
line with those of the Con- 
federation of British Indus- 
try and other employer bod- 
ies. 

Margaret Beckett, the 
chief industry minister, has 
presented the TUC with a 
number of options which 




propose what majority might 
be necessary for a onion to 
win a recognition ballot. 
This could involve a require- 
ment that a majority of the 
workforce in the proposed 
bargaining unit, or a major- 
ity of those voting, if more 
than two thirds of the rele- 
vant workers, takes part in 
the ballot 

Alternatively the unions 
are being asked whether 
they might accept 40 per 


cent of the workforce, or a 
majority of those voting in 
the ballot if the turnout is 
at least 70 per cent to win a 
recognition ballot 
As tor the exemption for 
small companies, the TUC 
points out if companies with 
Iks than 50 employees were 
excluded this would deny 
7.4m workers, 37 per cent of 
the workforce, their union 
recognition rights, If compa- 
nies with fewer than 20 


employees were exempt this 
would mean 28 per cent, or 
5.6m workers, would not 
have access to recognition. 
Union leaders argue some of 
the worst employers have 
small workforces. 

Some ministers hope to 
win over the TUC to accept 
diluted recognition proposals 
by offering legal protections 
for more vulnerable workers 
in the forthcoming “fairness 
at work” policy paper. 




Campaign for 
more TV ads 
faces division 


Insurance 
shares fall 
in wake of 
flooding 

By Christopher Adams, 
insurance C ottBspoaftot 


Shares In insurance 
companies fell in London 
yesterday on concerns that 
the recent floods In central 
and eastern England could 
affect profits. River levels 
remained high after excep- 
tionally heavy rain during 
the weekend damaged 
homes and commercial prop- 
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I 've not changed - I’ve 
always been a serious poli- 
tician." says Clare Short, 
the chief international devel- 
opment minister, responding 
to charges that ministerial 
office has smoothed her 
political rough edges. 

Ms Short generated enor- 
mous popularity as a 
hot-blooded leftwinger In 
opposition. She seemed pre- 
pared, whatever the conse- 
quences. to shout for what 
she believed - be it a united 
Ireland or the legalisation of 
cannabis. But she now faces 
accusations that her eleva- 
tion to cabinet has brought 
with it a move towards hard- 
headed pragmatism. 

“The media just deal in 
stereotypes." she says. "Now 
l‘ve started controlling a 
£2.1 bn budget, making policy 
and getting things done, 
they say: ‘Good Heavens, she 
thinks’. But I’ve always been 
that way." 

Ms Short has established 
herself as a respectable and 
relatively safe minister, 
overseeing the Department 
for International Develop- 
ment with vigour, tempered 
by caution. 

This week she is with Gor- 


don Brown, the chancellor of 
the exchequer, at the joint 
meeting of the World Bank 
and the International Mone- 
tary Fund - the annual jam- 
boree of the global develop- 
ment industry. 

Relishing the prospect, 
and with an eye on her repu- 
tation for candour. Ms Short 
shares her thoughts. “We're 
in a very silly situation. The 
international institutions are 
meant to be complementary, 
but the IMF keeps char gin g 
around taking other people’s 
jobs in areas where it's not 
necessarily competent,' 1 she 
explains. 

Ms Short wants the IMF to 
stick with macroeconomic 
stabilisation and the World 
Bank to deal in micro- 
reforms - “regulation and 
corporate governance, as 
well as the social pro- 
grammes”. But, she says, the 
two should work together to 
reduce poverty. 

"The IMF needs to clarify 
what it is good at and how it 
interfaces with the bank. 
The conditions we place on 
loans to less developed coun- 
tries from both organisations 
should be geared towards 
poverty eradication.” 
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Short ckeufb the mi ni ster wants l 

A central topic in Wash- 
ington Is likely to be the 
Multilateral Agreement on 
Investment - a plan by 
industrialised nations for 
overseas and domestic inves- 
tors to be treated same. 

Ms Short recently raised 
the ire erf aid and environ- 
mental organisations by sup- 
porting the MATs extension 
to developing countries. 
Many non-governmental 
organisations call the agree- 
ment “an Americanisation 
charter", arguing it would 
exploit the world's poor. 

“Although the NGOs seek 
to speak' far the poor, their 


» IMF and the World Bank to reduce poverty 



Ashley Ashwwod 


critique is wrong," Ms Short 
argues. 

“Excluding poor countries 
titan the MAI would deprive 
them of much-needed invest- 
ment" 

She has abolished 
Britain's “aid and trade” pro- 
vision of corporate grants for 
infrastructure projects in 
developing countries. “For 
infrastructure investment in 
the poorest countries, you 
want a well-regulated 
private-public relationship," 
she says. 

“So I don't rule out aid 
money doing supportive 
work and feasibility studies 


which would help leverage 
investment” 

Beyond Washington, Ms 
Short is looking forward to 
tlie G8 summit in May - to 
be held in her constituency 
in Birmingham. England’s 
second -biggest city. 

She remains “hopeful" of 
persuading overseas col- 
leagues of tiie merits of debt 
relief and the multilateral 
untying of aid flows. 

Asked about how she com- 
bines a ferocious Indepen- 
dence with status in govern- 
ment, Ms Short refers to her 
“belief in open, honest 
debate". 


By Alison Smith, 

Martceftog Correspoedast 

The organisation 
representing advertisers in 
the campaign to get more 
commercials on television 
may lose the support of 
advertising agencies’ trade 
association. 

Both organisations - the 
Incorporated Society of Brit- 
ish Advertisers and the Insti- 
tute of Practitioners in 
Advertising - say the costs 
of buying advertising air- 
time have increased too 
much over the past few 
years. 

But there are signs of a 
difference of emphasis 
between them on how 
the issue should be resolved. 

The ISBA has taken the 
more haw kish line in argu- 
ing the restrictions on min- 
utes allowed for advertising 
should be relaxed to increase 
the supply of airtime and so 
reduce inflationary pres- 
sures. 

It also seeks longer-term 
changes to help commercial 
television channels win audi- 
ences back from the BBC. 
and to give advertisers a 
greater voice in decisions 
affecting TV advertising. 

Only seven minutes of 
advertising per hoar is per- 
mitted during the day. 

Within this total, broad- 
casters can transfer minutes 


between hours, up to a limit 
of 12 minutes in any one 
hour. 

The IPA last year backed 
the ISBA proposal to the 
Independent Television Com- 
mission, the broadcasting 
watchdog, for a phased 
increase up to the nine min- 
utes of advertising an hour 
allowed elsewhere in the 
European Union. The sug- 
gestion was rejected. 

But In contrast to the 
ISBA’s increasing pressure 
for mare minutes of advertis- 
ing, the IPA is focusing on 
encouraging television's 
efforts to increase the audi- 
ences for its programmes. 

The IPA also wants | 
research on whether exLra 
minutes of advertising 
reduce the effectiveness of 
the commercials shown. 
Some advertising executives 
are concerned that more 
“clutter” on television will 
lessen the Impact of adver- 
tisements. 

At the ISBA’s annual pol- 
icy conference last month 
Midy i e i Heber, chairman of 
Unilever’s advertising com- 
mittee, said 1TV should be 
ashamed of its airtime infla- 
tion rate of more than 40 per 
cent over five years. 

Along with British Tele- 
communications, Procter & 
Gamble, Kellogg and Ford. 
Unilever is one of the UK’s 
biggest advertisers. 
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“It’s very muddy, very 

wet. and very expensive," 
said Graham Crumb of io» 

;n- 

assessors Bal combe group, 
who visited Evesham on the 

H,i 

river Avon in the English 

Midlands yesterday. “Bpfid- i : 

ings are contaminated with ^ 

;U- 

silty water, sewage and 
other unsavoury aspects of 

Hi* 

river life.” 
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Analysts suggested yester- 
day that Royal & Sun AQi- 



ance, the largest composite 
Insurer, might have to pay 
£80 m ($i35m). The group 

said it expected up to 1WX» 
claims, but it would have to 
pay at most only £75m from 
its own funds. Reinsurance 
protection would meet any 
extra liabilities. 

The biggest claims are 
expected from commercial 
policy holders rather than 
domestic ones. “There's 
major disruption to factories 
and shops,” said Anthony 
Harris, chief executive of 
Harris Claims group, the 
loss assessors. “Water has 
affected computers and elec- 
trics. Business interruption 
Josses will be substantial”: 

Mr Harris, whose company 
acts for policy holders, put 
the total cost of claims' 4t 
£0.5bn-£1.0bn. Other asses- 
sors were predicting a bigger 
bill, but the ' Association of 
British Insurers was more 
conservative, saying claims 
would be £400m-£500m. 

Fierce competition has 
forced many insurers to 
underwrite household cover 
at much lower rates. Follow- 
ing severe storms at the 
beginning of this year, com- 
panies could suffer a decline 
in profitability. 
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THE ARTS 


OPERA 


Artistic journey from 
Wagner to Glass 


Richard Fairman finds 
Copenhagen 
consolidating its 
position on the world 
operatic map 

*nierc is a new brain-drain in the 
arts. While the board of the 
Royal Opera struggles to ffwH a 
general director who might snr- 
vive longer than six months, Brit- 
ish a dmin is t rators are conquer- 
ing the world. Prom Peter 
Hemmings in Los Angeles to 
Peter Jonas in Munich, they are 
exporting the dolls that British 
opera-houses urgently need to 
keep at home. 

In Copenhagen, the artistic 
director of the Royal Danish 
Opera is Elai ne Padmore - one of 
various expatriate Brits currently 
being mentioned tor the top job 
at Covent Garden. Having proven 
herself during 13 years at the 
Wexford Festival, Pachnore had 
earned promotion by 1993 and 
could hardly have been more for- 
tunate than to land an opera 
house as well funded and widely 
supported by its public thaw the 
one in Copenhagen. 

Taking morning coffee cm the 
city's most elegant square, she Is 
keen to sound out the latest 
rumours coming from London 
and does no more than raise an 
eyebrow at some of the most 
bizarre. Prom her privileged posi- 
tion in Copenhagen, the problems 
in Britain must look pretty 
frightful. D enmar k awards its rel- 
atively small Royal Theatre 
almost twice the annnai grant 


OPE RA 

DAVID MURRAY 


that goes to Covent Garden, and 
for that the audience does not 
expect Pavarotti or Domingo 
every other ni ght - 
The difficulties she for*? are on 
a more modest scale, although 
sometimes no less pressing. It 
must have seemed a good idea to 
put on a new production of Tris- 
tan laid Isolde' as part of the 
larger plan to renew the Wagner 
repertoire, an enthnfriagm of Pad- 
njcre’s and also of toe Danish 
public at large. The Danes have 

Francisco Negrfn’s 
imaginative staging 
had actors abseiling 
down from the roof 
and Eurydice 
murdered by 
electrocution 

produced leading Wagnerian 
singers since the days of 
Lauritz Melchior, the century's 
most renowned Helderrtenor, and 
barely a season passes at Bay- 
reuth these days without thpm 
Unfortunately, a curse of Wag- 
nerian propor ti ons laid that plan 
low, when carried off both 
the Tristan and the Isolde just 
before the op ening night By last 
weekend StSg Fogh Andersen was 
well enough to sin g but for all 
his musicality Tristan needs a 
singer in robust health to ride 
the orchestra and Andersen 


Jranfa Vfli 
Hamburg Stela Opera 

ITUs season Kariia Mattfla, 
the glorious young Finnish 
soprano, is sin g in g her first 
JanAfiek Jenufa at the New 
York Met, the Paris Bastille 
and the Hamburg State 
Opera. I heard her, amid a 
solid cast, in Hamburg last 
Saturday, and was glad to 
have been there. (You can 
still go too: see below!) 

Jenufa was Jan&Sek’s first 
great operatic success. The 
new Hamburg staging - 
their fifth since 1926: they 
joined the bandwagon early 
- looks striking in Frank 
P MHp p Schlossmann's “con- 
cept"-led sets, but doesn’t 
altogether gen. A huge lam 
for Act l, with its sides con- 
verging upon a golden corn- 
field outside, hut also a great 
stone starting to break 
through its floorboards: Jen- 
ufa is disastrously pregnant, 
with her lover Steva called 
to military service before he 
ran marry her. 

In Act 2, just after Jenufa 
has given birth in secrecy, 
the walls have closed round, 
and the giant stone has 
burst through to dominate 
the stage. By Act 3, when 
Jenufa 's -stem stepmother 
(the “KostelniCka", or female 
sacristan) has drowned the 
baby to enable a decent new 
wedding, the stone has bro- 
ken into harmless little 
rocks, with the walls drawn 
hack to reveal freshly 
plowed fields. 

Yes, we take the point; but 
why represent it twice over, 
when the words and music 
already tell us everything? 
The Kosteinidka's prim cot- 
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could not muster decibels 
eno u g h. Sue Ra tchell. the Ameri- 
can replacement Isolde, sang 
with a bright top register, 
but less depth of time in the mid- 
dle. 

The result was a Tristan tmd 
Isolde that was enjoyable as far 
as it went, but not the Denmark- 
takes-on-the-world success that 

the company might have hoped. 

Bait Narnp sang a sturdy Kor- 
venal an d Christian Christiansen 
a formidable Ri n g Marke if only 
his top notes were more secure, 
while the presence of Poul Elm- 
ing in the tiny role of Melot 
showed the strength of casting 
fhp Danes manage in Wag- 
ner. But the outstanding perfor- 
mance ramp from the Norwegian 
Randi Stene. who »»ng glo- 
riously as Brangane. Even stand- 
ing stock still, she exuded an 
jutundi y of frrfinp that made her 
character the focal point of the 
drama. 

hi keeping with Pa dm ore's mis- 
sion to open the house to interna- 
tional influences, the producer 
was the British. ex-ENO David 
Pountney. From some previous 
experiences one might have 
thought a producer had little to 
do in this opera, but Pountney 
anrt his designer, Robert Tgmoi, 
were restlessly inventive, shifting 
the love duet around a cnrupiw, 
tripartite set in variegated col- 
ours on a whirling stage revolve. 
His success was to hgn«h stock 
Wagnerian semaphore acting in 
favour of a genuinely serious 
attempt at music-drama. 

To that extent the conductor, 
Dietfried Bernet, was his ally. 
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risking same extremes of speed 
in the interest of bringing the 
emotions to the surface. The 
orchestra of the Royal Danish 
Opera is one of the company’s 
strengths and it gave a fine 
account of itself, especially con- 
sidering the very open acoustics 
in this small theatre (the oppo- 
site extreme to the covered pit at 
Bayreuth). 

★ 

From there to a converted elec- 
tricity turbine building 10 min- 
utes up the road is only a short 


walk, but in artistic terms it sig- 
nified a major journey. This was 
where the Royal rumtah Opera 
chose to put on the first Scandi- 
navian performance of Philip 
Glass’s opera Orph&e (1993). a 
typically alternative theatre 
space. 

Glass’s passion for the films of 
Jean Cocteau has inspired him to 
write a trilogy of Cocteau-related 
works and they feature music of 
more variety and expressive pos- 
sibility than is to be heard 
in his other stage creations. Hie 


score of Orphee is still recognisa- 
bly the product of a minimalist, 
but there are significant 
stretches where Glass succeeds 
in getting beneath the skin or 
those endlessly repeated arpeg- 
gios. 

The atmosphere of a mysteri- 
ous world of the afterlife (hints of 
Fault's Pavane) is palpably 
caught and in a nicely-turned 
duet between Orphte and his 
underworld princess. Glass 
touches upon human emotions 
with unexpected feeling. 


Francisco Negrin's imaginative 
staging had actors abseiling 
down from the roof and (a wry 
touch) Eurydice murdered by 
electrocution. The cast was 
decent, the instrumental ensem- 
ble lively, the amplified sound 
acceptable, though any visitors 
in the audience had to choose 
between the singers* murky 
French and s unities in Danish. 
Thank heavens the Danes are 
such civilised people and always 
print a synopsis in the pro- 
gramme in English. 


The Bullet by name, 
but not by nature 
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Utterly competing: Jan Bflnkhof and Kartta MattBa as Lacs aid Jenufa 


Mattila radiant in Hamburg 


tage here becomes a primi- 
tive cavern, and the ceremo- 
nious wedding in Act 3 a pic- 
nic on the rocks. In the 
circumstances, the producer 
Olivier Tambosl has coped 
well and bravely. 

Jenu&’s tenor lovers, both 
Dutch, are young Albert 
Bonnema as the faithless 
Steva, fecklessly char m i ng , 
and the veteran Jan Bfink- 
hof, whose staunch, angry 


Laca may look over-age but 
sounds splendid - a clean, 
rin g in g line, steely convic- 
tion. The soprano Eva Mar- 
ton sings the KostelniCka 
with towering passion, mare 
than enough to compensate 
for some threadbare tone. 
Old Grandmother Btnyja is 
affectingly portrayed by 
Olive Fredricks; all the 
srnaiipr roles are well taken, 
without a hint of caricature. 


And Mattila’s Jenufa is 
unimprovable. She looks 
wonderful - tall, slim, frag- 
ile - JTiri though I cannot 
vouch for her Czech, her 
every phrase bespeaks anx- 
ious sincerity. She never 
over-sings: much of the role 
is delivered in intimate, 
conversational style. When 
the voice opens up into 
full, un flecked cry, however, 
it is thrflhng to hear, mtw! 


utterly compelling. Peter 
Schneider conducts with 
sterling efficiency, but he 
uses G think) the old Kova- 
FoviO version of the score, 
with “retouchings*' that are 
often too strident Especially 
at the ending: would be more 
moved if our ears were less 

battered. 

Further perfor ma nces on 18, 22 
and 25 Apri, Hay 2. 


T HEATRE 

ALASTAIR MACAULAY 

The Botet 

Dorns Warehouse, London WC2 

Like father, like son? Joe 
Penhall’s new play. The Bul- 
let, is about psychological 
t pmignriPB passed from par- 
ent to child; about features 
whereby three apparently 
dissimilar men keep showing 
that they are in fact all too 
closely related. Especially in 
the most dismal parts of 
their behaviour. They tell 
rosetinted lies rather than 
face facts, they blame others 
for everything, they make 
appalling emotional 
demands. Could be an inter- 
esting theme: but PenhaTl 
writes with such chilly 
detachment that most of the 
time my reaction is: dislike 
father, dislike sons. Don’t 
much care for their women- 
folk either. 

Penhall talent; he hag 
already shown himself one 
of the most interesting 
young writers rising through 
London fringe theatre. By 
the aid of The Bullet, he has 
made four of his five char- 
acters - Charles and Ms wife 
Billie, their sons Mike and 
Robbie - remarkably com- 
plex. 

What's more, he has made 
us see several facets of the 
family situation by contrast- 
ing lights; we see what has 
been repressed. Charles is a 
sub-editor refusing.to accept 


the fact that he has been 
made redundant; his son 
Mike has lived as a tramp 
and drunk around London 
for five years, and his son 
Robbie pretending that he 
has a bright job in Asia. 
Charles competes with his 
sans and visits his aggres- 
sion upon them. When they 
start to show the same com- 
pulsive lack of realism as 
his, he blames them for 
declining from the bright 
boys he loved; when he 

The ponderous 
expressionism 
clobbers us 
regularly with 
Serious Points 

catches ttipm enjoying them- 
selves, be tries to compete or 
imitate. 

Penhall is too dramatically 
calculating in delineating his 
characters' verbal patterns. 
Charles forever says "Tm Mr 
This, Tm Mr That’’, and calls 
Robbie’s girlfriend Carla 
“Carol": she keeps lapsing 
into long-winded sociology- 
speak. In a play that tries 
seriously to show pathos it is 
a pity that Penhall some- 
times tries to reduce people 
to pettier patterns of speech. 

The play has suspense; but 
takes its time to get going. 
In retrospect, you see how 
much information he plants 


in the opening scene. As the 
play develops, we start to 
see how deep this family’s 
psychological patterns go, 
but the larger rhythm sel- 
dom goes faster. There is a 
ponderous expressionism 
beneath the naturalistic sur- 
face. clobbering us at regular 
intervals with Serious 
Points. Penhall writes, in 
short, as if he wished to be 
the F.nglish Arthur Miller. 
Director Dominic C-ooke and 
his five actors all work hard. 
But Howard Harrison's light- 
ing adds excessive contriv- 
ance. NeO Stake is more cal- 
low than even the callow 
Robbie need be; and Emily 
Woof could not persuade me 
that her Carla would talk in 
that sociological vein. Miles 
Anderson’s acting as Charles 
is stirring but also, at times, 
schematic. 

The most impressive per- 
formances are both highly 
economical. Barbara Flynn 
is Billie: without effort and 
almost always with sponta- 
neity, she brings both wit 
and pain to every episode. 
And Andrew Tleraan brings 
a force to Mike that is both 
raw and soft. His inflamed 
lace is haunting, and he lis- 
tens and speaks with the 
impolite spontaneity of one 
who has lived in an urban 
wilderness. 

If I could, I would tell you 
why Penhall called it The 
Bullet, but 1 have no clue. 
This is a too neat play with a 
too heavy pulse about too 
unsympathetic people. 


international 

Arts 

Guide 

AMSTERDAM 


Tints: serving as a Y-".-;' 
splration to craftsman;. 


onnatlon about the . 
i designs of other 
is sptactfon of the ftoest 
accompanied by 
Cta such as furniture - 
re; ends on Sunday 


The National Opera of Latvia: 
Nabucco, by Verdi; Apr 15, 16 

BERLIN 

CONCERTS 

Ptdhanhonie 

Tel: 49-30-2548 8354 . ; ■ 

Berlin PhBharmonfc Orchestra: ._ - 
conducted by Roger NOrflngfen in: \ 
works by Haydn and Knussen; Apr,: 

-20, 2i ‘.C- 

Steatsoper (inter den linden . 

Tel:. 49-3920354555 > , 
wvvw-sfeateoper-berf^ org _ ! .’ V" 

- Berlin P^Thamionto Gfchestra;; - -y- x 
conducted fay Dante! Barenboim bY * 
' works by Schumann arid . . 

. Beethoven; Apr 18 : 

OPERA - i ■ * 

Deutsche Op**" ■ k\ .V. 

-Tt± 494934384-0T : \ . 

• DerPilnzvOrt HombU’g: by ;. ’ 
Heiiza Conducted by Christian 

• .ThWemann in asflagfcg byGfitz 
Ffiedrfch; : Apr 18' . . - ; A '* "’ 

• Paretfah by Wagner! Near^. i .'J 
production conducted fay Christian 


MORE i- Thiel emannlnasteg tog by Gdtor .? 

) N frfedbch: APT T9 


tftGaflery 

^5479000 

tintingsofOvo^W' 
a Mamwttaa 22 paintings 
during the last 23 years 
st s life. Photo murals 
s from the collection wiH . 
alongside the touring 
May 31 


BELFAST 

OPERA 

Grand Opera House 

Tek44~1Z32-241919 


Staatsoper (Miter den linden 

Teh 49-30-2035 4555 

wwwstaatsoper-berSn.org 
Die Metetereinger von Numborg: by 
Wagner. Harry Kupfer's new 
prtxfcqtion is conducted by Daniel 
g^anboim and Sebastian Welgia; 
A pr 19 

CHICAGd 

CONCERTS 
Orchestra Hall 

Teh 1-312-2944000 


www.ctvcagosymphony.org 
Chicago Symphony Orchestra: 
conducted by Donald Run nicies in 
works by Wagner, Haydn, Part and 
Britten. WRh ceSo soloist John 
Sharp; Apr 15, 16. 17, 18, 21 .. 

FORT WORTH V 

EXHIBITION • 
tGmbel'Art Museum 

Tot 1 -81 7-3328451 . .. ^ - . 

www.kjmbofcrtorg 
-.-Renoir's Portraits: Impressions of 
;an Aga More th»r 60 patotings 
spanning' the artist's career, of ' 
^subjects tociudlrig Claude Monet ' ' 
rdrid Madame Renoir; to Af r28 ' _ 

flowmoN . 

Museum of Ttorbign Art, ... - jv 

Skiebrychotf • .' 

' wwwJhg.fi . 

Luxury: Gold and Jewellery of 
iPompefl: 15tMtams kichiding 
■ pendafls, rings and bracelets,' " 
'•.(Ssq^ayad.lo mark fee 250th - 7 ; ' 
^anrtfversary of fee-beginning of fee 
-excavsiions^to.MaySI . 

KORIYAMA 

EXHIBITION 

Koriyama City Museum of Art 

Tel: 81-24946 2200 
Aubrey Beardsl^: more fe^i 200 
drawings, prints, posters and 
‘ books c rea te d during the brief 
period of fee artist’s fame. A 
member of the fin-de-siecle 
avant-garde, Beardsley left 
England for Dieppe Mowing 
Wilde’s disastrous Ebel action and 
subsequent imprisonment to 1895. 
The exhibition marits fee centenary 


of Beardsley’s tragically early 
death, aged 25, and arrives at the 
VSA in October, after touring in 
japan; to May 5 

LONDON 

CONCERTS . 

Barbican HaB ’ 

Tot 44-171-638 8891 
London Symphony Orchestra: 
.Michael TKson Thomas conducts 
works by Mahler, Ives and 
Bernstein; Apr 17 

Royal Festival Hall 

Tat 44-471-960 4242 . 

• London PWharmonic Orchest ra: 
conducted - by Paavo J&vi ln works 

_ by Beethoven, Mozart and Mahler.. 

: With vfo&i soloist Rank Peter 
Ziirenemwi; Apr 15 

Phflharmorria Orchestra: . 
conducted by Mikhail Ptotoev in 
1 works by Tcha3cov8ky end Berffoz. - 
• W5h vlofln aitoist Victor Tretyakov, 
Aprl6 

• London- RiBharmoric Orufiustra: 
Ben-Hiff. Projection of the 1925 • 
-ftn yrfti Uvb performance of Cart 

Davis’s Score, conducted by the 
composer; Apr 18 .. 

Eri^lsh Chamber Orchestra: 
conducted by Pinches Aukerman In 
works by Dvorak and Mozart, wife 
piano soloist lyuko Nakwrtchl, and 
by Shuntaro Sato to Bartok's Viola 
Concerto, wifeZukerman as viola 
soloist; Apr 20 

• PhBharmonia Orchestra: 
conducted by MHfeall Ptetnev to 
works by BerRoz and Tchaikavsky. 
With mezzo-soprano Jean Rigby; 
Apr 21 

EXHIBITION 

TateGaUery 


Tot 44-171-887 8000 
Bonnard (1867-1947): major 
retrospective of the French painter, 
compristog more than 100 works 
including landscapes, stfll lifes, a 
series of nudes depicting Marthe, 
Bonnard’s lifelong companion, and 
several self-portraits; to May 17, 
then transferring to New York 

MILAN 

OPERA 

Teaifro aSa Scata 
Tel: 39-2-88791 
www.lascalajnSanoJt ■ 

Unda di Chsmounbc by. DonirettL 
Co-production wife Vienna 
Staatsoper conducted ty Roberto 
. Abbado in a staging by August 
Evsrding; Apr 15, 17, 18 . 

MUNICH 

CONCERTS • 

Ph Oh armonie Gasteig 
Tek 49-894481 8181 
Munich Phlfoarmonic Orchestra: 
conducted by GflnterWand In ' 
works by Schubert and Brockner 
Apr 19. 20, 21 ._ 

OPERA 

Cari-Orff-Saal, Gasteig 
Tot 49-89-4809 8508 
Vision of Lear ty Toshlo 
Hosokawa, with a libretto by 
Suzuki and Hosokawa. 
Co-production of the Mimich 
Biennale with fee Shizuoka 
Performing Arts Centre; 

Apr 13,20, 

NEW YORK 

OPERA 

New York CHy Opera, New York 


State Theater 

Tet 1-212-870 5570 . 
wwwjiycopem.com 
Paul Bunyan: by Britten. New 
production directed by Mark 
Lamos and conducted by Stewart 
Robertson; Apr 18 

PARIS 

EXHIBITION 
Musde Camavalet 
Tek 33-14272 2112 
Chaumet showcase of obfots d’art 
made by the Parisian jeweller from 
■ the age of Napoleon to fee 
p rese nt Where possible, portraits 
of fee owners- weafog them are 
bhown alongside the jewels 
-themsdveS.' Fflghflghts include fee 
odravagant parures - matching 
sets of tiaras, necklaces, earrings 
arKj tiracetets> created for 19th 
century European aristocrats; to 
.Jun ZB 

PHILADELPHIA 

EXHIBmON . 

PM a dajjWB Museum of Art 

Tet 1-215-753 8100 
. www.ph3amuseum.org 
Self-Taught Artists of the 20th 
Century: An American Anthology. 
300 works by more than 30 artists, 
an of them without formal training. 
Includes paintings, sculpture and 
instaBations by artists ranging from 
Grandma Moses (1860-1961) to 
Ken Grimes (b.1947). Organised by 
the Museum of American Folk Art, 
the exhibition will transfer to 
Atlanta; to May 17 

STOCKHOLM 

EXHIBITIONS 


Modems Museet 
Tet 46-8-5195 5200 
www.modemamuseetse 

• “No one's dogs": 100 Years of 
Swedish Art 100 works; specially 
selected to trace the history of 
modem art- in Sweden; ends on 
Sunday 

• Wounds: Between Democracy 
arid Redemption to Contemporary 
Art. The inaugural exhibition In fee 
museum's new building examines 

developments in the visual arts 
from the 1960s to the present 
Includes works by Francis Bacon, 
Andy Warhol, Gerhard Richter and 
Per Kiriceby; ends on Sunday 

TV AND RADIO 

• WORLD SERVICE 
BBC World Service radio for 
Europe can be.raceived in western 
Europe on medium wave 648 KHZ 
(463fe) 

EUROPEAN CABLE AND 
SATELLITE BUSINESS TV 

• CNN International 
Monday to Friday, GMT: 

0&30: Moneyfine wife Lou Dobbs 
13-30: Business Asia 

19-30: World Business Today 
22 JXk World Business Today 
Update 

• Business/Market Reports: 
05:07; 06:07; 07:07; 08:20; 0920; 
10-20; 1120; 11:32; 1220; 1320; 

142 a 

At 0820 Tanya Beckett of FTTV 
reports live from UFFE as the 
London market opens. 
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COMMENT & ANALYSIS 



LIONEL BARBER 

EUROPEAN VIEWPOINT 


Life after Boris 

The imperial presidency that Mr Yeitsin created to safeguard 
Russian reform is becoming an issue for the European Union 


The Tsar pulls uphill with 

the strength of 10 mm. bus 
millions pull downhill - Ivan 
Pososhkov on Peter the 
Great. 

Boris Yeltsin has been 
written off more times than 
Helmut Kohl. Russia's 
veteran leader has survived 
double pneumonia, 
quintuple heart by-pass 
surgery, two attempted 
coups. Communist party 
exile, snubs from the Bush 
White House, and a dunk in 
the Moscow river. 

So the odds are reasonable 
that he will survive his 
latest stand-off with the 
Russian Parliament Hot air 
threats of impeachment will 
evaporate. The risk of early 
parliamentary elections and 
the attendant political 
uncertainty are likely to 
recede. Russia will continue 
to lurch forward with 
economic reform. 

Thfc benign interpretation 
of events could lead to 
dangerous complacency. Mr 
Yeltsin’s snap decision to 
sack his entire cabinet - 
including Victor 
Chernomyrdin, his 
longs tandin g prime minis* or 
- should be a wake-up call to 
the European Union. Russia, 
huge, heavily armed, and 
endlessly unstable, demands 
attention. 

Ostensibly, the struggle in 
Moscow centres on the 
suitability of Mr Yeltsin's 
nominee for prime minis ter, 
the youthful Sergei 
Kiriyenko. What is really at 
stake is the power of the 
imperial presidency which 
Mr Yeltsin created to 
safeguard Russia's tenuous 
transition to democracy. 

Rightly or wrongly, Mr 
Yeltsin believes that his own 
brand of Tsarism is the best 
instrument with which to 
goad an inert body politic 
into the modem age. A 
b rilliant manipulator, he bag 
concentrated power around 
a coterie of personal advisers 


rather than the formal office 
of the Cabinet Yet this very 
concentration of power 
means that the question of 

the succession assumes 
jnmw^ng importance. 

There is virtually nothing 
the West can do influence 
who will be the next Tsar, 
assuming Mr Yeltsin does 
not try to seek another term 
in 2000. But the West can 
influence how he might 
respond to the pending 
expansion of Nato and the 
European Union into central 
and eastern Europe. The 
West can also help create 
conditions to ensure timt 
reform in post-Communist 
Russia is irreversible. 

The first step is to cement 
a relationship wtth Russia 
which goes deeper than 
personalities. Nato has 
worked bard to achieve this. 
The new 16-phis-one 
partnership offers Moscow a 
seat at the table In matters 
of European security. It goes 
some way to assuaging 
Russian opposition to 
membership for the Czech 
republic, Poland, and 
Hungary. More debatable is 
whether Nato could finesse 

unrein itting Hiuurtnn 

hostility towards further 
expansion eastwards, say, to 
the Baltic states. 

A second step is to 
continue integrating Russia 

into in terna tional 
institutions and the global 
economy. Russia's 


attendance at the Group of 
Seven industrialised nations 
is a useful step. Russian 
membership of the World 
Trade Organisation, is even 
more essential, provided that 
it can satisfy the necessary 

conditions. 

Less useful are 
French-inspired gimmicks 
such as the new triangular 
summits between France, 
Germany and Russia. These 
stroke the Russian leader’s 
ego but they revive fears in 
Washington about the big 


European powers conspiring 
to weaken American 
engagement in Europe. 

Here is where the EU has 
a vital role to play. Hie 
Partnership and 
Co-operation agreement with 
Russia, which finally entered 
force at the end of last year, 
is a solid foundation on 
which to build. 

Long delayed because of 
the war in Gbechnya, the 
agreement deepens political, 
economic, commerdal and 
cultural ties. It improves 
access for Russian exports 
and contains an admittedly 
ambitious provision for 
negotiations for a fixture free 
trade zone. 

Infl uential voices such as 
Prime Minister Paavo 
Lt npon e n of F inlan d argue 
that the agreement does not 
go for enough. Relations 
between the EU and Russia 
come down too often to 
disputes over carpet exports 
or cheap vodka. These tiffs 
obscure the feet that the EU 
is by far Russia's biggest 
trading partner. 

Mr Lipponen is pressing 
for a new "Northern 
dimension " to the HU’S 


emb ryonic wwrmnn foreign 
policy which reflects 
adequately the strategic 
importance of Russia. He is 

already planning to put his 
ideas for how to do this to 
the December 1999 EU 
summit in Helsinki, when 
Finland will be in charge of 
the rotating EU presidency. 

Some suspect that such an 
initiative is self-serving. 
Calls for extra money to 
fund trade and development 
in a region stretching from 
the Nordic nations to the 
Urals and up to the Arctic 
Circle - through new 
railways, trans-border roads 
and pipelines - would 
naturally favour Finland. 
But there are good reasons 
far considering a bolder 
approach. 

Within 20 years the EU is 


likely to depend for up to 70 
par cent of its natural gas on 
deposits in the Barents and 
Kara seas. In the Kola 
peninsula, just across from 
Finland, rotting nuclear 
powered ships and 
submarines are an 
environmental catastrophe 
in the making. 

But by far the mast 
powerful argument in favour 

of beefing up policy lies in 
the SlTs decision to offer 
eventual membership to the 
three Baltic states: Estonia, 
Latvia an d Lithuania. 

The implications of this 
commitment are only 
starting to percolate through 
the Brussels bureaucracy 
and go far beyond the 
extension southward of 
Finland's (and therefore the 
EC’s) 1. 000km border with 
Russia. An unpublished 
Finnish government study 
underlines the degree to 
Russian foreign exports are 
increasingly dependent on 
the ports erf the Baltic states, 
and how the Baltic trio 
remain highly dependent on 
Russian energy, especially 
natural gas. 

In the first case, Russian 
efforts to encourage more 
traffic to use its own ports 
are being hampered by a 
shortage of public funds: in 
the second case, the Baltic 
states desire to diversify 
energy supplies - perhaps 
through a new Baltic Ring 
built by west European 
power companies - can only 
be achieved at huge cost 

Dependence on Moscow is 
something which 
newly-liberated countries are 
loath to admit Indeed, they 
take every opportunity to 
proclaim their independence. 
Hie Latvian government, in 
particular, has risked 
provoking the Russian 
government with a 
less-than-seositive treatment 
of tiie large Russian 
minority. 

The Baltic connection 
means that the EU will be 
drawn closer to Russia and 
vice-vetsa. No one is talking 
about Russian membership 
of the Union. Swallowing the 
equivalent of a continent is 
not the first item on the 
Brussels menu. 

Yet the EU needs to 
pander the next steps In its 
relations with Russia to fit 
alongside its other strategic 
commitments such as the 
single currency and eastern 
enlargement It is time to 
prepare for life after Boris. 


PERSONAL VIEW GARY HAMEL 


Wrong merger, wrong logic 

Citicorp and Travelers are joining forces for economies of scale but they will be selling 
their customers short on choice and innovation 


T he merger between 
Citicorp and Trav- 
elers seems to be 
driven by two tired 
ideas: bulk and breadth. 
Both are highly suspect 
Consider the most success- 
ful companies. Southwest 
Airlines. Starbucks. World- 
Com. Dell Computer. Charles 
Schwab. They are heretics: 
they are revolutionaries. 
Their success in manoeu- 
vring around much larger 
competitors underscores a 
fundamental reality of the 
new economy: innovation is 
more important than sheer 
sire. Yet somehow this basic 
truth seems to have become 
lost in the hype surrounding 
"the world's biggest 
merger". 

Citicorp and Travelers are 
certainly not resource con- 
strained. but where are the 
big new ideas behind the big 
new company? The idea that 
customers want to buy 
everything from one pro- 
vider is no more credible 
than the notion that size 
trumps every other advan- 
tage. About ah one can say 
is that Sandy Weill of Trav- 
elers and John Reed of Citi- 
corp share the same fantasy: 
that one company, offering a 
bundle of tenuously related 
financial services, can some- 
how seduce customers into 
buying the whole shooting 
match, whether or not each 
product Is truly a "best 
buy". 

The name for tills dubious 
dream is "cross-selling". The 
logic Is simple enough: If 1 
know a lot about you, and 2 
own a critical point of cus- 
tomer contact - say a 
branch bank - 1 can sell you 
a boatload of semi-related 
services. To the extent that 
the Giticorp-Travelers 
merger is based on the hope 
that the groups will be able 
to cross-sell each other’s 
products, the merger rests 
on a foundation of sand. 

What makes the idea of 
cross -selling so insidious fs 
that it is half-right Custom- 
ers do want to conserve their 
energies when they shop. 
They like, far example, to be 
able to buy a pint of milk 
and a gallon of gas at the 
same service station. It is 
also true that what you 
learn about a customer in 
one selling context can 
sometimes be profitably 


exploited in another. A real 
estate broker, for example, 
can be ideally placed to help 
a house buyer with a mort- 
gage and house insurance. 

But here's the rub: cross- 
selling works only when 
what is being sold really is a 
collection of the best In 
today's world of sophisti- 
cated, informed customers, 
even great products will not 
tug mediocre ones along 
with them. 

And there is another rub: 
using customer information 
gained In one context to 
pitch products in another is 
likely to cause serious aggra- 
vation to customers. How 
much does your banker or 
your life insurance agent 
really know about your over- 
all financial situation and 
financial needs? The average 
bank teller cannot ra p»ni«ti» 
what I'm worth to the hank 
as a customer, so what is the 
chance that he or she knows 
what 1 need from today's cor- 
nucopia of financial ser- 
vices? The choice of finan- 
cial products has never been 
broader. Customers increas- 
ingly demand a subtle and 
diverse blend of financial 
services tailored to their 
needs. The chances that a 
single company can offer 
any particular customer an 
ideal portfolio of products 
and services - even a com- 
pany as big as the new Citi- 
group - is close to nfl. 

It is not that bundling will 
not happen - it will Bat the 
companies that bundle finan- 
cial services are going to 
have to offer Independent 
advice; they are going to 
have to be independent of 
the producers of f inancial 
products. You would not go 
to a travel agent that sold 
only Holland America 
cruises. You would not go to 
a bookstore that sold only 
Simon & Schuster books - 
no matter how broad their 
catalogue. If Auto-By-TeL 
the Web-based car seller, 
offered only Fords it would 
be an irrelevance, rather 
than a harbinger. 

Consumers want indepen- 
dent advice, and “vendor- 
neutral" distribution chan- 
nels This is the secret to the 
success of Charles Schwab's 
One Source, an eclectic mix 
of mutual funds put together 
in a way that lets customers 
mix and match products 


from a wide range of finan- 
cial service providers. 

The fundamental flaw of 
most cross-selling arguments 
is that they are based on the 
pursuit of distribution effi- 
ciencies. The object of cross- 
selling is to amortise a com- 
pany's expensive distribu- 
tion assets across a broad set 
of products. In this sense, 
Wal-Mart Stares, the biggest 
retail chain in the world, is 
just a huge exercise in cross- 
selling. But there is a critical 
distinction: Wal-Mart is Inde- 
pendent of the vendors, and 
agnostic about the products 
it offers. (It is not trying to 
sell me Kodak film, Kodak 
cameras and Kodak video- 
tapes all In one go.) 

True, Wal-Mart reaps huge 
economies erf scale In distri- 
bution by offering every- 
thing from groceries to elec- 
tronic equipment at one 
location. But to the next few 
years these "distribution 
economies" will take a back 
seal to “search economies’’ - 
savings on the amount of 
time, trouble and money it 
takes to find what you want 

As a consumer you can 
waste hours wandering the 
canyons of Wal-Mart in 
search of that elusive can 
opener. While you will save 
a few bucks on your pur- 
chase. the costs of getting to 
the store, finding what you 
need and carting It home - 
your search costs - might 
well outweigh whatever dis- 
count you receive. 

When I use Ama 20 n.com. or 
Insnremarket.com, or Net- 
grocer - Websites that do 
pretty much what their 
name Implies - 1 reap search 
economies. I find what I 
need instantly, I waste no 
gasoline and. best of all, 
someone delivers it to my 
doorstep. Increasingly, 
search economies win trump 
distribution economies. To 
test this Idea, ask yourselt 
what is the premium you are 
willing to pay for a pizza 
delivered to your door 
against one you have to pick 
up from the super-market? 

Cross-selling is aproducer- 
drlven strategy in an 
increasingly consumer- 
driven world. It is simply out 
af touch with the times. 

As the explosion of qnKtw- 
stock trading demonstrates, 
finanffal products are ide- 
ally suited to online selling. 


It is not clear yet who is 
going to be the Amazon.com 
of financial services, but It is 
probably a company no one 
has heard of yet I await its 
arrival eagerly. It would be 
great to have a neutral bro- 
ker who could analyse all 
my financial needs, and rec- 
ommend an ideal portfolio of 
the very best fi n a n c ial prod- 
ucts available. 

So John Reed and Sandy 
Weill are trying to make the 
best of a bad situation. 
Bapka , with their plush car- 
peting, shiny vaults and 
wending queues of custom- 
ers are mauso\eums-ln-the- 
making. Traditional stock 
and insurance brokers will 
be equally anachronistic 
within a decade or two. All 
those expensive retail bank- 
ing locations; all those insur- 
ance agents huddled in their 
strip malls; these are hardly 
the cfamnnln of the future. 
So chop the overhead and 
try to seD your product bun- 
dle to customers too lazy or 
too ignorant to search out 
the best 

But remember this: despite 
Wall Street’s enthusiasm for 
mega-deals, size is not the 
ultimate competitive advan- 
tage. Just ask IBM, 
McDonald's. General Motors 
or AT&T. White there is still 
room for consolidation in the 
US financial services indus- 
try. It Is hard to see how two 
behemoths are going to gain 
much m the way of econo- 
mies of scale by merging, 
particularly when there is 
not a lot of overlap in their 
product or geographic pro- 
files, Neither Citicorp nor 
Travelers suffers from the 
curse of smallness. 

In the new economy, inno- 
vation is the ultimate com- 
petitive advantage. Non- 
traditional competitors, not 
global competitors, pose the 
biggest risk to incumbents 
such as Citicorp and Travel- 
ers. Jamming together a 
commercial bank, brokerage 
company, investment bank 
and an insurance company 
does not count as innovation 
- at least not among the con- 
stituency that matters most 
consumers. 

The author is chairman of 
Strategas, a strategy innova- 
tion company, and on the 
fac u lti e s of the London and 
Harvard Business Schools 





LETTERS TO THE EDITOR 

Depth of Asian crisis due to 
panic more than economics 


From Mr Steven Radelet and 
Professor Jeffrey D. Sachs. 

Sir, We were pleased to see 
Paul Kingman's recognition 
(“Start taking the Prozac", 
April 9) that Asia is suffer- 
ing from a financial panic, 
and not simply the bursting 
of an unwarranted financial 
bubble, as he had earlier 
suggested. The difference is 
Important: in a panic, as is 
now under way, the estrone 
contraction of economic 
activity is a serious social 
loss, not simply the end of 
unwarranted speculation as 
wtth the bursting of a bob- 
ble. For several months we 


have bee" making- the argu- 
ment that Asia was hit by 
panto , and that while Asia 
economies had flaws that 
needed mending, those 
weaknesses didn't come 
ripRp to accounting for the. 
depth of the crisis. 

The central role erf finan- 
cial panic In the crisis has 

two key Implications. One, 
not discussed by Krugman, 
is that the remedies of the 
International Monetary 
Fund should have been 
attuned to the realities of 
market panic. Tbs IMF's pol- 
icies of immediate bank clo- 
sures in Indonesia in early 


November merely fanned the 
fiaw^M of panic, and ulti 
mately led to the melt down 
of the Indonesian banking 


system. Second, as discussed 
by Krugman, and as we our- 
selves have suggested In two 
recent studies, there is 
case for slowing down < 
flows of hot money in the 

international economy. 


Steven Radelet, 

JefBrey D. Sachs, 

Harvard Institute for 
International Development. 

14 Story St, . 

Cambridge, 

Massachusetts 01238, US 


Equity not 
the priority 

From Mr Andrew Leaning. 

Sir. Your editorial, "Banks 
need more equity” (April 8), 
raises a number of impor- 
tant issues. However, higher 
capital levels would not nec- 
essarily be In the best Inter- 
ests of bank shareholders, 
deposftras or borrowers. 

Banks don’t need more 
capita], they need three 
things. First, a regulatory 
framework that embraces 
the concept of capital at risk 
based an the credit risk of a 
loan portfolio Le., a frame- 
work that does not view all 
commercial loans as having 
the same credit risk (as Is 
the case in the Basle accord). 
Second, as It is usually 
liquidity problems that 
cause hantai to fan , banks 
require a regulatory frame- 
work that measures liquidity 
risk ss well as credit risk. 
Third, policymakers and reg- 
ulators need to level the 
playing field so that banks 
can compete on equal terms 
with non-bank competitors 
(which are not subject to the 
same capital requirements 
as the banks). 

As certain aspects of the 
Basle accord are incommen- 
surable with the commercial 
challenges facing bankers 
today, it is understandable 
that banks continue to pur- 
sue capital management 
techniques that are popu- 
larly viewed as a Pandora's 
box. 

Andrew Leeming, 
regional head of banking 
research, Asia, 

ING Barings Securities 
(Singapore), 

Singapore 


Sell-offs are a reflection of 
w eakness in business culture 


foil CfiNf+flVH NY BRITISH CAR- t»KW Y 
WbU LIKE 50 LCX*G AS 
ITS NOT INTH£ HACK/ 



From Mr Harms OOnther 
Bollig. 

Sir, As much as I agree 
with Tony Jackson (“S ellin g 
off the saver”, April 11-12) 
that nationalism is no argu- 
ment for or against the sale 
of Rolls-Royce into foreign 
hands, as much do I disagree 
with his view that "in a 
world of intellectual capital, 
added value tends to be 
retained by the workers 
themselves”. 

Successful companies try 
to shift away from the label 
"made in Germany/UK/US/ 
Japan ..." to “made by 
BMW/Mercedes/Toyota 
thus de-emphasising 
national content and work 
farce and emphasising man- 
agement know-how and the 
way of running a business. 
This is why the continuing 
sales erf British automotive 
and engineering companies 
to foreign groups are of con- 




emu, because it could indi- 
cate that elements of the 
national business culture or 

other national socio-econom- 

ical factors may not particu- 
larly support continuous 
success in these industries. 

While globalisation leads 
to greater concentration of 
businesses in the hands of 
those nations whose busi- 
ness culture supports these 
particular industries, Britons 
and the British automotive 
suppliers may have to ask 
themselves which elements 
of their business and man- 
agement culture need to be 
changed - or strengthened - 
to beat this trend. 

Haims Gtother Bollig, 
senior partner. 

Automotive Advisors & 
Associates, 
Gnstav-Mahler-Str .5 . 

40724 Hfldeu, 

Germany 


Snow White - now there’s a better analogy 


From Mr Jack Campbell 
Sir, References to the Gol- 
dilocks economy are now go 
regular In the FT that per- 
haps memories need a little 
jogging. Goldilocks, you will 
recall, trespassed on private 
property, stole porridge and. 
squatted. When the three 
bears came home, in recent 
versions of the tale she fled 
the scene of the crime and 


disappeared like Martin Bor- 
mann and Lord Lucan. In 
older versions of the tale, 
somewhat more salutary, the 
bears variously throw her 
into a fire, drown her and 
throw her off the top of a 
belltower. What this tale has 
to do with the US economy 
beats me. 

By contrast. Snow White, 
also a trespasser and a thiet 


ends 15 ) paying her way by 
working. She also carries an 
living with seven men, albeit 
dwarfs, and then dumps 
them for a (rich?) prince. 

When your journalists 
refer to Goldilocks, perhaps 
they mean Snow White? 

Jack Campbell. 

212 Sue Saint Jacques, 

75006 Paris, France 


View of Algeria ignores wider responsibility 


From Mr A Ben ya mma. 

Sir, Your editorial. "Alge- 
rian rights” (April €), tends 
to reduce the situation in 
Algeria to a simple human 
rights problem far which the 
government - and not the 
regime as you state - is 
responsible. This la a famil- 
iar stance on the part of 
those who da not wish to 
assume their responsibility 
vis-a-vis terrorism and. its 
support networks in Europe. 
There have been several 
arrests recently from among 
these networks in certain 
European capitals which 
have proved their implica- 
tion in the kiTUngs and mas- 
sacres in Algeria. 

Numerous parliamentary 
delegations, Including one 
from the European parlia- 


ment, have visited Algeria. 
They have all taken note of 
the progress made in the 
d emo eratisation process and 
have come to the firm con- 
clusion, especially in the 
case of the European parlia- 
ment, that an international 
investigation would not be 
helpful, given that the iden- 
tity of the authors of these 
massacres Is known. 

Far its part, the govern- 
ment, as signatory to 23 
human rights conventions, 
intends to fulfil all the obli- 
gations which are conse- 
quently its responsibility. It 
has therefore submitted a 
report cm each documented 
case of human rights viola- 
tion and the sanctions taken 
by it Nothing In these con- 
tractual obligations compels 


Algeria to accept a special 
rapporteur. 

Furthamore, in your ref- 
erence to arms supplies, 
there is a dear contradiction 
in wanting to deny the 
means of fighting terrorism 
to a state and to reproach ft 
at the same time for not 
fighting it efficiently 

Piwng fi 

If one follows your logic 
through to its inevitable con- 
clusion, there would be a sit- 
uation where only t e rr o r is ts 
would be certain of finding 
weapons, which in fact come 
to them from Europe. 

A. Benyamina, 

Embassy of Algeria, 

54 Holland Paris, 

London Wll 3RS, UK 


No room for 
two kings on 
the throne 


From Mr A-P- Wilhams. 

Sir, It is hard to know 
whether to be more appalled 
by the hubris of Messrs 
Sandy Weill of Travelers 
Group and John Reed of Citi- 
corp, or by the naivety of 
your reporters and the ana- 
lysts they quote in. story 
"Sharing 1 power at the top 
may prove the biggest 
threat" (April SI: neither a 
"correct performance man- 
agement process" nor the 
fact of “very little overlap In 
their areas of expertise" sire 
Likely to prevent two men 
long accustomed to unbri- 
dled power from fighting it 
out to the end far suprem- 
acy. 

The examples of Shell and 
Unilever are totally irrele- 
vant, as these are companies 
where executives are reared 
In a consensus-driven cul- 
ture based on power-sharing, 
utterly different from the US 
model. 

This is a beautiful demon- 
stration of why financial 
expertise is a necessary, but 
never a sufficient, basis for 
understanding what goes on 
at the top of companies. 
Over my consulting career I 
have seen at first-hand sev- 
eral cases of purported 
power-sharing by executives 
from different cultures break 
down irreparably. 

1 can therefore assert as a 
stone-cold certainty that, if 
the merger between Travel- 
ers and Citicorp goes 
through (by no means a sura 
thing), one or both of the 
two current CEOs will be 
gone within the space of two 
years: there simply is not 
room for two kings on a 
throne, and It is a very 
expensive folly to imagine 
otherwise. 

AJP.Wflliams, 

49 Talbot Road, 

London W 2 5JJ. UK 


Mahathir not 
attacking 
the market 

From Data J.M. Amir. 

Sir, I refer to your repefft 
"Mahathir reviews market 
attack" (April 5). I was pres- 
ent at Dr Mahathir's press 
conference and heard the 
keynote address "Building 
the New Asia-Europe Part- 
nership" by Dr Mahathir 
Mohamad. Malaysia's prime 
minister, at the Gladstone 
Library. Your headline gives 
a misleading impression. 

Dr Mahathir’s views on 
the negative effects of cur- 
rency trading which has 
caused the loss of billions of 
dollars to Malaysia as a 
result of the Malaysian 
ringgit losing its value com- 
pared to US dollars should 
not be interpreted as an 
attack on the currency trad- 
ers or dealers. 

Indeed, he was referring to 
the need for transparency in 
currency trading and for 
stability in the money 
market, a view which was 
shared by the leaders attend- 
ing ASEM 2. 

As reflected in the state- 
ment on the "Financial and 
Economic Situation in Asia" 
issued by ASEM 2 , the lead- 
ers had inter alia called far 
strengthened co-operation, 
regulation and supervision 
In financial sectors and an 
examination by the Interna- 
tional Monetary Fund 
International regulators' 
bodies of ways to improve 
transparency in finanrial 
and capital markets, includ- 
ing the possibility of moni- 
toring short-term capital 
flows". 

Data J.M. Amir, 
high commissioner for 
Malaysia, 

45 Belgrave Square, 

London SW1X 8QT, UK 


Role of two communities in Belgian federal structure overlooked 


Prom Ms Brigitte Grvuwels. 

Sir, May I congratulate 
you on your surrey of the 
Brussels region (March 31). 
It provided an interesting 
analysis of the opportunities 
Brussels .offers, and of the 
challeng es it faces. I was sur- 
prised, however, that your 
survey focused exclusively 
on the regional units and 
overlooked the two main 
entities that form the basis 
of the Belgian federal struc- 
ture: the Flemish and 
French communities. The 
competencies of these com- 
munities and their institu- 
tions are not restricted to 
the Flemish and Walloon 


regions, respectively, but 
extend to Brussels. 

The Brussels capital 
region is responsible for "ter- 
ritorial” issues, such as pub- 
lic transport, economy, 
employment and the envi- 
ronment Many other vital 
issues, (education, job train- 
ing, arts and cultural mat- 
ters, youth affaire, etc.) are 
the responsibility of the 
flemish and French commu- 
nities, also within Brussels. 
This means that schools, 
community centres, theatres 
and the like in Brussels are 
supported by the French or 
Flemish community, not by 
the Brussels region. For the 


Fle mish government this 
represents an investment of 
mare than BFrlShn (1997 fig- 
ures) in its capital Brussels. 
The Brussels capital region 
has, much to its credit, 
developed dynamic policies 
within its sphere of compe- 
tence. But the contribution 
of the two communities in 
revitalising Brussels should 
not be overlooked. 

Finally, I must point out a 
few factual errors in your 
survey. First, there "are no 
reserved seats for Flemings 
and French-speakers in the 
Brussels regional council. 
And the directive of Flemish 
interior minister, Leo Pee- 


tera, does not challenge the 
constitutional status of the 
the Fl emish communes with 
linguistic facilities for 
French-speakers. Rather, it 
is meant to enforce a strict 
interpretation of these facili- 
ties, and to prevent certain 
political parties from chal- 
lenging the constitutional 
position of these communes 
as an integral part of the 
Flemish region. 

Brigitte Grouwfds, 

Flemish wriwtafaw for Brus- 
sels and equal opportunities, 
MartelaasnspWn 7, 

1000 Brussels, 

Belgium 
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IMF’s rosy 
scenario 


Calamity in east Asia; world 
economy unharmed. This is sur- 
prisingly close to what the 
International Monetary Fund 
says in its latest World Eco- 
nomic Outlook. It expects a 
slowdown in global economic 
growth this year, but cme that 
is Ear smaller than in the mid- 
1970s, early 1980s or early 1900s. 
The question Is whether the 
IMF is being too optimistic. 

The story, is comforting. True, 
global growth this year is now 
forecast to be L2 percentage 
points lower than last October, 
while the forecast for the high- 
income countries is down 0.5 
percentage points. But thia 
downgrading is almost entirely 
confined to east Asia. 

In Japan, for example, no 
growth is forecast for this year, 
against the 2.1 per cent expec- 
ted last October. The downward 
adjustment in th£ forecast 
growth of newly industrialised 
Asian economies is 42 percent- 
age points, while that of Aslan 
developing economies is little 
less, at 3 percentage points. 

Meanwhile, all big industrial 
countries, except Japan, are 
forecast to grow by more than 2 
per cent this year, with the US 
at 2.9 per and the European 
Union at 2.8 per cent. Given 
their economic weight, sus- 
tained growth in the US and 
renewed growth in the EU vir- 
tually guarantee that even the 
Asian disaster will be but a blip 
on the global radar screen. 

What are the risks 


to this rosy scenario? 

One is that Japan's renewed 
stagnation may turn into an 
outright slump. While conceiv- 
able, such a disaster is unneces- 
sary and, as the government 
acts, Increasingly unlikely. 
Another is renewed Instability 
in east Asia that then spreads 
to other regions. While possible, 
particularly if Indonesia ft»n« 
yet again or China on a 

substantial devaluation, this 
does not seem likely either. 

The biggest wary is global 
deflation. But here again mas- 
sive policy errors would be nec- 
essary. The route to disaster 
might go via inflationary pres- 
sure in the US and UK, large 
deteriorations in their current 
accounts and weakening 
exchange rates. This could lead 
to monetary lightening, fol- 
lowed by a spreading collapse of 
overheated stock markets. But 
the IMF expects the Asian slow- 
down to help keep inflation 
down everywhere. It also foie- 
casts the US current account 
deficit this year at only 2.7 per 
cent of GDP and that of the UK 
at LI per cent. 

So, except in hapless east 
Asia, everything seems to he for 
the best in the best of all possi- 
ble worlds. Remember, how- 
ever. that the most serious risk 
lies bo fragile finamriai systems. 
Mainstream forecasters have 
proved bad at forecasting such 
raiamiHftg Take heart from the 
IMF’s view, but remember its 
proven capacity for error. 


Indonesian hopes 


Even with its new International 
Monetary Fund programme, 
Indonesia is expecting its econ- 
omy to shrink by 4 per cent this 
year. Without that programme 
the outlook would be worse by a 
long measure, and the survival 
chances of the Suharto regime 
would be correspondingly dimin- 
ished. 

That must be the main reason 
for hoping that last week's pack- 
age - the third since last October 
- will succeed where the previ- 
ous two have faded. The hostile 
international response last Feb- 
ruary to Mr Suharto’s idea of a 
currency board peg for the 
rupiah shows there -can be no 
quids fixes for Indonesia's prob- 
lems. Nothing apart from an IMF 
programme can stop the eco- 
nomic rot that has otherwise 
been propelling Indonesia 
towards an economic contraction 
of somewhere between 10 and 20 
per cent 

Success is still not assured, 
though the reputation of the IMF 
is also at stake. Results depend 
on the detail both of design and 
implementation of the pro- 
gramme. Little of this is yet 
clear, but at least the basic thrust 
appears to correct some earlier 
mistakes. 

Consideration is given to the 
need to maintain food subsidies if 
unbearable social tensions are to 
be avoided. Less emphasis is 
placed on the abolition of monop- 
olies, although they are still sup- 


Swedish budget 


Sweden yesterday unveiled a 
budget which will give It one of 
the strongest fiscal balances in 
the EU for same years to come. 
This caps a remarkable turn- 
around, after a crippling reces- 
sion in the early 1990s. From a 
deficit of over 12 per cent of GDP 
in 1993, the budget should be in 
surplus by 0.8 per cent this year. 

But the current health of the 
economy does not compensate for 
the fact that tor some years now 
Sweden’s relative economic per- 
formance has been deteriorating. 
Its position in the OECD's ranh- 


from fourth In 1970, to 16th m 
1995. And the upturn in the eco- 
nomic cycle has so far failed to 
deliver substantial new jobs. 

One reason for this under- 
performance has been 
instability. The past two decades 
have been plagued by episodes of 
overheating and inflation, fol- 
lowed by devaluations. These 
cycles were accompanied by huge 

shifts in the budget balance. 

The Social Democratic govern- 
ment is well aware of the need to 
avoid boom and bust ewnaDucsj 
and is therefore placing great 
emphasis on its long-tom PTO* 0- 
ttom for the public Ban®**®® 
budget promises a fe My sh aro 
reduction in central governm^t 
expenditure as a pertxnn& = 
GDP, and sizeable fiscal sur- 
pluses for the next few 

These projections, Uiough, 
haw been based on fairiy < ® tl ' 


Some might argue that the cen- 
trist Swedish model is simply 
defunct But Swedish voters have 
made a conscious social choice to 
trade off higher taxes for better 
services and to aim for high-skill 
jobs. There is no conclusive evi- 
flanna that this condemns them 
to permanently low growth. 

m practice, though, the model 
bas become an excuse for a 
crying expansion in the rde of 
the State and for a poor indus- 
trial policy. It must be reformed 
If it is to survive. 


A merican protests at 
European barriers to 
farm trade are as old 
as the Common Agri- 
cultural Policy. But these days, 
Washington has something new 
to complain about Its fiercest 
disputes with Brussels have not 
been provoked by, say. quotas or 
by any of the other instruments 
for limiting farm trade, but by 
European suspicions that one 
man’s meat may be, literally, 
another man's poison. 

The sharpest discord Is over 
European reluctance to allow 
novel types of food, of which the 
US fa the biggest producer, to be 
sold in its market Long delays in 
approving products, such as 
genetically modified com, have 
raised US frustration to boiling 
point and repeatedly threatened 
a trade war. 

Brussels says these foods must 
be thoroughly vetted, because 
European consumers are deeply 
worried about their safety stan- 
dards. But the US says Europe's 
regulatory system - not US farm 
products - is the problem. 

"There is clearly something 
wrong when the EU takes up to 
three years to approve products, 
which the US, Canada and Japan 
have approved in eight to 12 
months," says Peter Scber, spe- 
cial trade ambassador for agricul- 
ture. 

The tensions are a striking 
example of what seems set to 
become a growing problem, as 
the forces of global competition 
increasingly run up against local 
values, political systems and pop- 
ular beliefs. 

Dealing with such conflicts 
poses a stiff challenge for the 
World Trade Organisation, global 
trade's policeman. Although the 
WTO has special procedures for 
settling food safety disputes, 
US-EU wrangling has so far 
shown up their limitations as 
much as their strengths. 

The sources of friction show 
little sign of ■teUnf. On the one 
side, the most potent problem 
comes from advances In food 
technology, which have led to 
rapid increases in US production 
of genetically modified crops. At 
the same time, the growing influ- 
ence of farm state representa- 
tives in Congress has intensified 
US pressure on other countries to 
open their markets. 

On the other, the “mad cow” 
crisis and other food scares in 
Europe have made consumers 
and politicians ultra cautious 
about food safety. Feelings run 
highest in Germany, Austria and 
the Nordic countries, where there 
bas long been mistrust of prod- 
ucts that are not naturally 
produced. 

In an effort to calm public opin- 
ion, the European Commission 
has responded with measures 
that have further infuriated the 
US. One was a proposal to ban 
imports of beef derivatives, 
widely used in cosmetics and 
pharmaceuticals, which threat- 
ened to halt transatlantic trade 
in these products. 

Critics claim the proposal, 
which now seems set to be 
shelved, was a gross over- 
reaction, mainly designed to fiend 
off a threat by the European par- 
liament to sack commissioners 
for rolghanrilrng the “mad COW” 
affair. 

Washington says such episodes 
t yp ify the shortcomings of Euro- 
pean regulation. It accuses the 
EU of undermining public confi- 
dence by allowing politics, rather 
than rational principles, to rule 
food safety decisions. 

The US aigues that the EU sys- 
tem needs to be mere transpar- 
ent, institutionally independent 
and to base its decisions on 
"sound science”. It claims that 
US regulators' long-established 


posed to be graduaDy unwound. 
For the first time the IMF has 
accepted the need to tackle the 
country’s massive private debt 
That was one a£ the most glaring 
omissions from the last pro- 
gramme, and one of the main rea- 
sons why it foundered. 

But progress Is unlikely to be 
quick given the disarray on the 
committee of international credi- 
tor banks which has forced its 
original chairman to step down. 
Equally, the details of domestic 
banking reform are hazy, while 
the programme also rests on the 
optimistic assumption of a steady 
stream of privatisation revenues. 

Since most of Indonesia’s 
banks and companies are techni- 
cally bankrupt, it would not he 
easy for even the most commit- 
ted government to live up to such 
a programme. The fact that the 
IMF bas chosen to stagger dis- 
bursement in line with Indones- 
ia's compliance with specific con- 
ditions indicates it has 
reservations about Mr Suharto’s 
commitment At worst this could 
create a' climate of almost contin- 
uous co n frontation with the gov- 
ernment 

Given Indonesia’s past record, 
there is not large ground tor opti- 
mism, hut Mr Suharto is at least 
now surrounded by a cabinet be 
trusts. Its members have studied 
and accepted the programme. 
Self-interest paints to the realisa- 
tion that he is more secure with 
an IMF deal than without one. 


One man’s meat 

Genetically modified crops are becoming the new barriers to free farm 
trade, says Guy de Jonquidres. This is symptomatic of a new sort of 
trade dispute, pitting globalisation against local values 



reputation for embodying these 
qualities explains the widespread 
acceptance of novel foods there. 

Many in Brussels concede that 
US criticisms of its cumbersome 
regulations are valid. Turf battles 
in the European Commission 
have kept responsibility for food 
safety divided between five direc- 
torates, each with its own rules. 
“The system is absurd and inco- 
herent,’* says a senior EU agricul- 
ture ofQciaL 

New products have to be 
approved by 15 governments, 
which regularly delay decisions 
for fear of unpopularity at home. 
Even when they reach an agree- 
ment, it can be hard to put into 
effect Austria, for instance, has 
banned genetically modified 
maize, even though the EU 
Council of Ministers approved 
it 

The US believes It has now put 
Brussels on the spot by success- 
fully challeng ing in the WTO the 
EUs 10-year-old ban on hormone- 
treated beet The WTO’s disputes 
p a n el s ruled against the ban last 
year, because it had not been pre- 
ceded by a proper scientific risk 
assessment 

The case was the first big test 
of the WTO’s new food safety 
rules - called SPS, or sanitary 


and phytoeanltary, rules. Thes e 
are designed to reduce conflicts 
over the issue. They require 
safety regulations that exceed 
internationally agreed standards 
to be justified by scientific 
evidence. 

But although the WTO hor- 


Some observers 
believe attitudes 
may prove 
impossible to 
reconcile 


manes ruling is widely seen as a 
landmark, it raises as many ques- 
tions as answers. Brussels and 
Washington, which both claim it 
vindicates their arguments, dis- 
agree over whether it requires 
the beef ban to be lifted Immedi- 
ately. Hie decision is likely to go 
to a WTO-appointed arbitrator. 

Furthermore, neither the rul- 
ing nor the SPS rules say how 
scientific risk assessments should 
be conducted, their findings 
interpreted or - most crucially - 
how much risk is sufficient to 


Justify trade restrictions. The 
uncertainties are all the greater 
because, as Europe’s “mad cow” 
scare has shown, scientific opin- 
ion is often not clear cut and is 
notoriously subject to change. 

Parts of the SPS rules - agreed 
at US insistence in the Uruguay 
round of world trade talks - are 
also ambiguous. According to 
Professor John Jackson of 
Georgetown University, a leading 
authority on world trade law, 
that is because the US wanted 
them that way. 

Although the Clinton adminis- 
tration aimed to stop countries 
using their food safety rules to 
keep block farm trade, it was 
equally determined to assert its 
right to bar Imports that did not 
meet its own environmental stan- 
dards. Trying to have it both 
ways helped produce muddled 
international law. 

These inconsistencies and legal 
holes raise doubts about how far 
US faith in “sound science" as 
the international benchmark for 
food safety regulation fa realistic 
- or politically feasible. 

Some world trade experts, such 
as Professor Stefan T&ngermann 
of Gottingen University in Ger- 
many, believe that, to make the 
WTO rules work, it will be neces- 
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nristic forecasts of GDP growth, 
starting from a healthy paint in 
the cycle. The real test will be 
whether public expenditure can 
be kept under control when the 
next downturn comes. Stilt, the 
government has made a good 

start 

Another key reason for Swe- 
den’s relatively weak perfor- 
mance has been Its lack of suc- 
cess in encouraging new firms. 
Small and medium-sized busi- 
nesses are -a major source of new 
jobs in many developed coun- 
tries. But in Sweden, they have 
foiled to flourish for a number of 
reasons, including the high taxa - 
tion on both the owners of firms 
and on employees, and the subsi- 
dies that large Anns receive. The 
Social Democrats say that they 
will encourage small business, 
but the relatively modest mea- 
sures in yesterday’s budget show 
that they are still not taking this 


Storm clouds 
over Moscow 

No-one loves weather forecasters 
when they get things right, and 
everyone hates them when they 
mate mistakes. That’s certainly the 
case in Russia this week after 
meteorologists failed to predict 
enormous snowfalls that have 
turned Moecow into an ice rink. 

It isn’t just airport closures that 
are raising the temperatures of the 
country's leaders. President Boris 
Yeltsin must have thought fiat the 
beginning of spring would be a 
good time to change his 
go v er n ment instead, the terrible 
weather fe making people feel ever 
more fed i$> with the shambles in 
the Kremlin. 

Yuri Luzhkov, Moscow's bulldog 
of a mayor, was the first to fate the 
forecasters’ ankles, even accusing 
them of "deceptions” and 
"c on formation'’, which seems a bit 
harsh. 

He threa te ne d to cancel the 
city’s contract with the national 
weather centre, though fas 
alternative was to use the mHltaiy' ' 
and airport wealherpeopie - who 
•get their Information from the 
national service. He’s now 
threatening to set up fas own 
forecasting service in Moscow, 
which wffl no doubt provide better 
weather. 

. This isn't the Moscow mayor's 
first try et tampering with the . 
elements: last autumn he seeded 
clouds outside the capital to divert 
the bad weather from the city's 


850th anniversary celebrations, but 
it rained on his parade anyway. 

Even the ambitious Luzhkov, 
who is puffing Wmself up far a bid 
for the presidency in 2000, should 
think twice about declaring war on 
winter. As Russians are fond of 
remarking, General January and 
General February have been 
invincible military commanders 
throughout their history. 

Reverse gear 

When General Motors shifted 
international operations to Zurich 
from Detroit in 1992, the world's 
biggest company waffled on about 
going global from abase between 
US aid Asian time zones. 

Now GM Is shipping its 30 top 
Zurich-based people, led by 
international boss Lou Hughes, 
back to Motown, it says 
globalisation has been such a 
success that ft can be handed 
from home base. , 

Those who question Detroit's 
virtue as a global centre should 
recall that, in 1992, Hughes wanted 
to stay in Europe, where he was 
running GM’s German subsidiary 
Adam OpoL Six years and 
considerable internal friction latar, 
fas Zurich powerbase is being cut 
down to size. That’s globalisation. 

Stubbed out 

IsraeS taxpayers are fuming: 
they've discovered that they’ve 
been sheNng out $3£00 a month 
to finance prime minister Benjamin 
Netanyahu's penchant for puffing 


Cuban cigars. State funds have 
been spent to keep a rolling supply 
of stogies In the PM’s office white 
the government has been slashing 
welfare spending. 

Netanyahu's aides - some of 
whom have been seen lighting up 
with their boss - say the smokes 
were a legitimate entertainment 
expense for distinguished guests. 
But to snuff out the commotion, 

they have agreed to divert the 
money to "other types" of 
refreshment, so far unspecified but 
presumably smokeless. Observer 
awaits an invitation. 

Bulgar faction 

Todor Zhivkov, who ran Bulgaria 
for three-and-a-haff decades under 
communism, turns 07 in 
September. But far from faring 
quietly away, he is plaining a 
political comeback at next month's 
congress of the opposition 
Socialist - ex-communist - party. 

After the demise of communism, 
Zhivkov was found guilty of 
misappropriating state funds. 
Because of hb age, he was 
allowed to serve hb sentence at 
hb grand-daughter Evgenia’s villa 
hi Sofia's plush Boyana suburb. 

Zhivkov has lately been issuing 
political statements, b lobbying to 
become a congress delegate and 
has even made a few pubic 
appearances: Sofia socialites were 
surprised to see him at a fashion 
show staged by Eugenia, one of 
Bulgaria's up-s^ -coming 
designers. 

The SodaMsts have been in 


disarray since losing a general 
election last April to the 
centre-right United Democratic 
Forces, and Georg! Parvanov, the 
soft-spoken historian who took 
over as Socialist leader 15 months 
ago, will have hb back to the wall 
at the congress. 

Zhivkov is not In the running to 
take over, say local analysts, but 
he just may be tempted to 

persuade some of hb contempo- 
raries to break away: look out for a 
new “oWlas" splinter group. 

Old warriors 

On Monday night, hard on the 
heels of a German television 
propamine about Wehrmacht 
veterans, two otter old boys 
shared jokes and refought old 
battles from thetr armchairs. 

Former chancellor Helmut Schmidt 
and his successor Helmut Kohl 
chatted about the burden of 
power, the loneliness of office, the 
qualities of political leadership, and 
other such high-level matters. 

The exchanges were fairly 
amicable, even if Schmidt - puffing 
on hb um p t een th cigarette - did 
suggest that the time anyone could 
serve as German chancellor should 
be limited; hb own elght'yeara In 
the hot-seat had been too long. 

Kohl, IS years in post and 
running again in September's 
elections, chose to disagree wtth 
“my colleague Schmidt". But if 
social democrat Gerhard Schr5der 
wins the battle, Monday’s show 
proves that Kohl measures up as 
an elder statesman. 


sary for the disputes panels to 
define their application much 
more precisely. That could lead 
them, ultimately, to specify how 
scientific evidence should be 
interpreted and set the minimum 
risk levels required to justify 
import curbs. 

Such moves could be politically - 
explosive. Anger at the hormones 
ruling has already led Franz Fis- 
chler, Europe’s farm commis- 
sioner, to condemn the WTO dis- 
putes system as undemocratic. In 
the US. any suggestion that the 
WTO was binding the hands of 
independent federal regulators 
would provoke an outcry in 
Congress. 

Such sensitivities over national 
sovereignty are likely to encour- 
age WTO adjudicators to proceed 
cautiously. As a consequence, 
near-term hopes of narrowing US 
and EU differences over food 
safety may depend on preventing 
conflicts, as much as on defusing 
them. 

One possible peace formula 
would be for the EU to admit 
controversial food imports, pro- 
vided they were clearly labelled. 
The US is prepared in principle 
to accept such an arrangement 
But Brussels’ efforts to devise a 
workable policy have so far been 
dogged by disagreement 

The idea is hamstrung by wide 
philosophical differences in the 
Commission and the Council of 
Ministers, where some govern- 
ments are under strong domestic 
pressure to reject it entirely. 
There is no consensus even on 
exactly whirh food products a 
labelling policy should cover, nor 
on where do you draw the line 
between modified and “natural" 
food. 

The prospect of prolonged 
stalemate has focused attention 
on an alternative solution under 
which the US and EU would 
agree to treat each others' regula- 
tory systems os equivalent They 
recently reached a framework 
agreement, covering veterinary 
procedures, and the EU Commis- 
sion has proposed that further 
mutual recognition arrangements 
be included in its proposed agree- 
ment with Washington to create 
a "transatlantic marketplace". 
Such arrangements might reduce 
US-EU mistrust by encouraging 
more regular dialogue between 
their food scientists. However 
they would probably take time to 
produce real results: the veteri- 
nary accord, for instance. 
Involves little more than a 
commitment to hold further 
talks. 

There is also a risk that efforts 
to narrow regulatory differences 
could end up breeding more dis- 
cord. Such disagreements led the 
EU last year to ban chicken 
imports from the US, because 
Brussels was not satisfied by 
American hygiene standards. 

Some observers believe atti- 
tudes to food safety on either side 
of the Atlantic diverge so widely 
that they may prove impossible 
to reconcile. If so, more trade dis- 
putes over food appear 
inevitable. 

Others say US criticisms of 
European practices are based on 
unwarranted complacency. The 
US has recently suffered a series 
of food contamination incidents 
of its own, which have prompted 
it to tighten food import laws and 
strengthen its Inspection 
systems. 

"Imagine what would happen if 
the US was hit by a food scare on 
the scale of ‘mod cow* disease," 
says a European diplomat "HI 
bet Washington would put up 
trade barriers overnight - and 
that would be the end of all its 
preaching about the wonders of 
'sound science'.” And the begin- 
ning of even bigger arguments 
over food safety and trade. 


100 years ago 

Deep Level Prospects 
Some reports in the 
Johannesburg papers afford 
further faculties for taking the 
measure of the deep level 
mines. There are many Imposing 
figures, which induce those 
writers whose mission it is to 
serve the interests of the 
promoting houses to cry 
“Prodigious!" and to descant on 
the proved success of deep 
level mining in the abstract, and 
on the character of certain 
properties in particular as 
“ventures of magnificent 

payability." But the investor 
does not want to be dazzled 
with assurances of abstract 
magnificence, hut desires to 
know what return he is likely to 
get for his money if he buy deep 
level shares. 

50 years ago 

08 Search In Canada 
Montreal, April 14. The recent 
strength of Calgary and 
Edmonton Corporation on the 
Montreal Stock Exchange is part 
of a group movement of 
Western Canadian oil companies 
under the readership of Home 
0« Company, This fa a natural 
outcome of the interest evoked 
by continuing discoveries in the 
neighbourhood of Lsduc and the 
hopeful exploration of other 
Western areas. 
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Two cheers for Thomson 


Third time lucky for attempts to privatise 
Thomson- CSF, the state-controlled 

deface electronics group? Not really. Giv- 
ing Alcatel Alsthom. Dassault and Aeros- 
patiale stakes in Thomson in return for 
their defence electronics and space assets 
is an important step towards rationalising 
the French defence industry. 

However, it is still an unsatisfactory 
fudge. Sure, the state’s 58 per cent stake 
b os been diluted to below majority level; 
but at 47 per cent it remains an Intimida- 
ting presence. 

In immediate terms, cost-cutting mea- 
sures that worsen French unemployment 
numbers could be postponed. This would 
clearly be to the detriment of sharehold- 
ers In Alcatel, now a 16 per cent share- 
holder, or Dassault, which has 6 per cent. 
Perhaps more worrying is the prospect 
that the government could also restrict a 
now beefier Thomson from entering a 
broader European alliance with the likes 
of General Electric Company, British 
Aerospace and Daimler-Benz Aerospace. 

For such privately-owned foreign 
groups to pool their assets into the Thom- 
son pot will be hard in these circum- 
stances. The most logical deal - in terms 
of creating a group able to compete with 
the big US defence electronics groups - 
remains a merger of Thomson and GEC- 
MarconL But GEC has other options. A 
merger with Northrop Grumman is a pos- 
sibility. So if Thomson is to benefit fully 
from European defence restructuring, this 
partial privatisation should he completed 
with haste 

European banks 

Will the renewed frenzy of US bank 
merger activity spill over into Europe? 
Arguably it ought not to make much dif- 
ference. Hie import of these deals is over- 
whelmingly domestic, and even Citigroup 
will take time to make its presence fait 
globally. 

Anyway, Europe is already in the throes 
of banking consolidation. The pace may 
cot be the samp - obstacles such as differ - 
ent currencies, cultures and technology 
ensure that it is slower - but the issues 
are. 

Where the US example may make a 
difference, though, is in encouraging 
Europe's bankers to think the unthink- 
able. Citigroup, after all, is a flagrant vio- 
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lation of the regulatory status qua But it 
is not alone. 

The Royal Bank of Canada/Bank of 
Montreal deal also assumes regulators 
will accommodate the deal-makers, while 
Australians are wandering whether their 
new legislation - which still prohibits a 
merger among the big four backs - is not 
already outdated. In this environment. Is 
a Barclays/NatWest or a Deutsche/Com- 
merzbank really so outlandish? 

The regulatory environment is likely to 
become more accommodating, and a sin- 
gle currency will add Anther encourage- 
ment. But the critical catalyst will be 
visionary leaders. Without action from 
them soon, bank share prices in countries 
like Italy, Spain and France - many up by 
over 50 per. emit this year already - lock 
vulnerable. 

Gillette 

With flexible microflns, a single-point 
docking system and a name like MachS, it 
sounds like a rocket 

In fact, it is merely Gillette's new razor. 
But investors should make no mistake: 
this is a big deal for the consumer prod- 
ucts group. 

The Machs is Gillette's bid to extend its 
do minanc e ova the world's stubble. With 
71 per cent of the $&3bn North Atlantic 
(Europe and North America) razor and 
blade market, there might seem little 
cause for alarm. But that share bag stag- 
nated in recent years and even slipped in 
the US during 1997. Gillette’s last big 
innovation, the Sensor, is eight years old 
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and main rival Schick has just launched 
its own new razor. 

This l aunch will *i<yi show if Gillette 
can continue to push up prices in return 
for technical improvements- The group 
has a successful record in getting consum- 
ers to trade up, which helps explain the 40 
per cent operating margin, in its shaving 
division. 

And given its 35 patents and 8750m of 
development costs, the Mach3 really 
ought to offer a smoother shave. But Its 35 
per cent price premium to SensorSzcel - 
an astonishing $L60 per blade - could 
prove a tough sell 

The stock market does not seem to 
think so. Gillette's shares are up a quarter 
this year and now trade on a pretty 
smooth 42 times forecast earnings. That 
looks high enough for now. 

SmithKHne Beecham 

SmithKline Beecham's presentation on 
its teeming array of drug prospects reads 
a bit like a dry run for a defence docu- 
ment. After two failed attempts at a 
merger. SmithKline remains in play. 
Glaxo Wellcome is doubtless still inter- 
ested and might pounce if the share price 
weakened. Alternatively, any farther 
nhinkfi in nbief executive Jan Leschley’s 
armour might be used by frustrated shoe- 
holders to urge a humble return to the 
negotiating fable. So SmithKline needs to 
keep justifying its high price earnings 
ratio - 40 times last year’s figure - and 
the presentation does a reasonable job an 
that count. Notably it serves as a 
reminder of the group'® healthy drugs 
pipeline, Including the blockbuster poten- 
tial of Avancba, the diabetes tr eatment 

But then Smithkline needs to deliver its 
target of two new drugs and one new 
vaccine each year to sustain the 15 per 
cent annual warning s gro w th expected Of 
it. And the -flip side of Its contention that 
it ba« gone from faming to feast on drug 
loads Is that It n eed s additional funding to 
ar plnlt them nil Such binding in the hope 
fa drug launches six years’ down the line 
would, fa course, spell short-term earn- 
ings dilation. A me rger that would pool 
both, the scientific advances and the 
research and development costs must stOl 
look more appetising to shareholders - as 
would even a modest takeover premium if 
SmithKUne’s pipeline narrowed. 
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Europe today 

A frontal system stretching 
between North Africa and Denmark 
wQI bring unsettled wee d ier to 
much of western Europe, with 
heavy ram on the French RMora 
and in northern Italy. The Low 
countries and the western half of 
Germany wla t»e wet, with fresh 
snow over the Alps. Southern 
Scandinavia wffl have rain with wet 
snow in central areas, but the north 
wBI be bright with sunny speiis and 
e few wintry showers. The Iberian 
peninsula wffl have sunshine and 
showers. Eastern Europe wffl be 
dry, and the eastern Mediterranean 
will hove sunshine. 

Five-day forecast 

Low pressure wffl move In from the 
Bay of Biscay tomorrow end sweep 
east towards northern Italy on 
Friday, This w* bring more rain to 
central and western Europe, and a 
strong Mistral will blow down the 
Rhone vtriey towards the Gulf of 
Genoa on Friday and Saturday. 
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Private sector should pay 
for poor lending says Rubin 

Treasury secretary calls for strengthening of monetary systems 


By Robert Ctute fa Wsshrigtra 

Measures to ensure that the private 
sector bears the consequences of 
poor leading should be a significant 
element in strengthening the inter- 
national monetary system after 
Asia’s financial crisis, Robert Rubin, 
the US Treas ur y secretary, said yes- 
terday. 

Speaking on the eve fa a finance 
ministers’ meeting in Washington fa 
the Group fa Seven mniri industrial 
nations, Mr Rubin argued that politi- 
cal obstacles to a formal interna- 
tional bankruptcy regime were prob- 
ably insurmountable. But there were 
ways to ensure that the private sec- 
tor ‘Tolly bears the consequences of 
its decisions in the context of restor- 
ing finanryiT stability”. 

•The promotion of new, more flexi- 
ble forms of debt agreements and 
indentures would provide a frame- 
woric for direct negotiations between 
creditors and investors,” he said. 

The id ea fa placing special clauses 
in bond contracts was backed by the 
Group of Ten industrial countries - 
the G7 members pins Belgium, Swe- 
den, the Netherlands and Switzer- 


land - after the Mexican financial 

crisis. But the G10 has so far been 

unwilling to lead by example, 
because members do not wish to 
admit the possibility of default 

Mr Rubin also tried to renew 
momentum for another of the GlO’s 
post-Mexico proposals, arguing that 
the International Monetary Fund 
nhn nid be prepared to lend to coun- 
tries which are behind on their pay- 
ments to some private creditors. 
This would amount to the IMF giv- 
ing moral authority to temporary 
debt standstills. 

He «a jrf the architecture of the 
international financial system 
needed “to adapt substantially for 
the very different circumstan c es 
that have developed over the past 
decade”. One priority was to 
Increase the transparency of 
narinnal economic policies, so that 
financial markets could perform 
thair disciplining function more 
e ffe ct ive ly. 

Mr Rubin said the IMF’s data stan- 
dards sthnuM cover forward transac- 
tions in foreign exchange reserves, 
foreign currency liabilities of com- 
mercial banks and indicators of 


By James Harding in Sftaag&sl 

The first direct talks between North 
and South Korea in four yean broke 
down yesterday, each ride blaming 
the other for the inflexibility and 
political wrangling that scuppered 
negotiations between the old 
enemies. 

The talks, which ran for four days 
in Beijing, were held after North 
Korea’s Communist government 
asked the South to discuss a request 
for chemical fer tilise r to improve 
agricultural output and overcome 
North Korea’s food shortages. 

Negotiators on both sides traded 
recriminations after the failure of 
thft taiir-c South Korea had linVud 
the possibility of aid to the troubled 
North with a show of “reciprocity” 
from Pyongyang, the Communist 
guvmiiTnprnt, on a number of sensi- 
tive issues, in particular the reunifi- 
cation of families separated since the 
195063 Korean War. 


Seoul's representative indicated 
that as no concession was forthcom- 
ing from the North on the issue of 
re uniting families. South Korea 
would not answer the request for 
fertiliser, in spite fa growing fears 
that North Korea is on the brink of 

famine 

Last week MSF, the French 
humanitarian aid group, reported 
that cases fa starvation had become 
common in North Korea, where food 
sent by the international aid commu- 
nity has fallpri tO reach mfllkina fa 
hungry people. 

Jem Kum-choL North Korea’s duel 
negotiator, said yesterday: "Because 
the South attached political condi- 
tions to an economic and humanitar- 
ian issue, talks did hot suc- 
ceed . . . This issue will not be solved 
if the South Korean government 
chooses to politicise it" 

The head fa the South Korean del- 
egation said there would be no offer 
of fertiliser until Pyongyang showed 


“goodwill”. At a separate press con- 
ference, he said: “North Korea said 
the family Issue is a political issue, 
while the fertiliser was a humanitar- 
ian issue. But we believe the reunion 
of families is a h umani tarian Issue 
or the first order.” 

He added: “Without any sign fa 
goodwill and sincerity from the 
North Korean side, we cannot pro- 
vide unilateral aid because the 
South Korean public will not sup- 
port unilateral concessions.” 

South Korea's negotiating team 
will stay in Beijing for two days, in 
case contacts can be resumed. Three 
years of flooding and the strains on 
the economy fa one fa the most stub- 
bornly dogmatic dictatorships in the 
world have resulted in a deepening 
food crisis in North Korea. 

On Monday, China announced that 
it would send 100,000 tonnes fa grain 
and 20,000 tonnes of fertiliser to 
North Korea, its neighbour and his- 
toric ally. 
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the health of the financial sector. 

More qualitative information was 
needed, for example on basking 
supervision, bankruptcy procedures 
and perhaps judicial systems, credit 
cultures and skills in the banking 
sector. There should also be more 
publication of IMF documsits, anal- 
yses and letters of intent, 

Mr Rubin argued the IMF should 
not be responsible for providing for- 
mal warnings of looming crises. But 
it and other international Institu- 
tions should publicise their concerns 
about gaps in information disclo- 
sure, perhaps making loans condi- 
tional on countries’ willingness to 
improve their transparency. 

A more complete range of global 
standards was required to promote 
strong national financial systems. 

Mr Rubin defended the interna- 
tional community’s right to exert 
pressure on Japan to increase 
domestic demand on the grounds 
that the US faced similar pressure to 
reduce its budget deficit in the 1980a. 

G7 may argue for stronger yen, Page 4 
Aid min i ste r, Page 10 
Editorial Comment, Page 13 
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Losses mourn at Skoda Plzen 

SI<Dda 22^ b « Bt Cz «» engineering 

’'*> ™rth^ortna 
® eonaolld ated net less of 

“ ** consecutive year of 

he^ Analysts want the group toS 

down and focus on te profitable Ih^such astrol- 
Lubomir Sou**, the ftacj wT 
seems to have taken upon him- 
8 for ^country's 

admg engineering companies. Page 18 

Black takes on new challenge 

When Conrad Black, the 
newspaper proprietor 
(left), consolidated con- 
trol last year over Sou- 
tham, the largest news- 
paper group in his native 
Canada, a shudder went 
through newsrooms from 
Halifax to Vancouver. 

But since taking a 59 
per cent share in Sou- 
tham. Mr Black has 
hired reporters and edi- 
tors, built new printing facilities and improved both 
quality and returns at the group. Now he plans to 
open a national title, based in Toronto. Recent his- 
tory is not very encouraging. USA Today, the US 
broadsheet that pioneered full-colour reproduction 
In 1982, lost more than US$1 bn over a decade 
before turning a profit Page 17 

South Africa profits from Asian crisis 

South Africa is one of the few emerging markets 
that appears to have benefited from the Aslan 
financial crisis. The turmoil enhanced its guaHties 
as a haven, and the decline in the value of Asian 
markets has increased South Africa’s weighting in 
the emerging market indices. The sophisticated 
level of corporate governance compared with other 
emerging markets has also helped. Page 34 

Indian wheat harvest set to fell 

India's wheat production is set to fall this year as 
a result of bad weather and a reduction in land 
under the crop. The government is to import 1.5m 
tonnes of wheat from Australia. Page 24 

GHB launches two-part offering 

General Hellenic Bank, a medium-sized Greek 
bank, launched the first of a two-part share offer- 
ing that will see the Greek army pension fund, its 
majority owner, seU nearly half its stake. Page 22 

Commodities stabilising, IMF says 

Commodity prices show signs of stabilising after 
sharp declines linked to the Asian financial crisis, 
the International Monetary Fund says. Since mfd- 
1997, prices of primary commodities have fallen 
more than 10 per cent Page 24 

French bond exchange finds favour 

The French treasury’s offer to exchange Ecul 7bn 
($18.5 bn) of Illiquid Bor-denominated bonds for 
new euro-fungi ble benchmarks is set to be the 
most successful of its kind, according to bankers. 
Page 22 
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FALLS IN FIRS T QUARTE R EARN INGS AT KODAK AND JOHNSON & JOHNSON UNDERLINE WORRIES ABOUT FUTURE PROFITS 

Fears as strong dollar hits exports 


By Rfchand Tomkns in New York 

The strong dollar took its ton 
on first quarter earnings at 
Eastman Kodak and John- 
son & Johnson yesterday, 
underlining investor concerns 
about the continuing effect of 
the currency’s strength on 
profits of some of the biggest 
US companies. 

Kodak, the photograhic 
products group, said that 
compared with a year ago, first 
quarter- earnings per share of 
60 cents were 15 cents, or 18 
per cent, lower than they 
would have been without the 
dollar’s rise. 

Johnson & Johnson, the con- 
sumer and health care prod- 


ucts company, said the 
strengthening dollar had left 
group revenues 4.4 per cent 
lower than they would other- 
wise have been. The negative 
impact on international reve- 
nues was 9 per cent 

Both companies generate 
roughly half their sales from 
outside the US. and have been 
suffering worsening effects 
from the dollar's continued 
rise. 

This time last year they 
reported that shifting 
exchange rates had wiped 3 
per cent off revenue growth. 

The strong dollar is likely to 
emerge as a recurring theme 
over the next few weeks as US 
companies report their first 


quarter results, particularly 
among big companies with 
heavy international exposure 
such as Coca-Cola and Gillette. 

The currency’s strength sent 
worries through Wall Street 
last Hall as the stock market 
started to focus on the impact 
it would have on big compa- 
nies' earnings. 

More recently, however, blue 
chip stock prices have bounced 
back because investors believe 
that Internationa] demand for 
the companies’ products will 
hold up and that the dollar's 
peak cannot be Car off. 

Coca-Cola gave confidence a 
boost at the end of last month 
when It said the volume of its 
soft drinks sold in the first 


quarter - as distinct from 
revenues, yet to be announced 
- rose by an underlying 9-10 
per cent. 

Kodak, which has been suf- 
fering from intense competi- 
tion with Fuji of Japan, 
warned in January that first 
quarter earnings per share 
would be hit by the dollar’s 
rise, and the figure reported 
was in line with analysts's 
expectations. 

Revenues tumbled 7 per cent 
to $2£bn. Underlying net prof- 
its, excluding a char ge in the 
prior year, fell from $272m to 
*225m - the latest in a series 
of declines. But in early trad- 
ing. the share price jumped 
$3ft to $TOft. a rise of more 


than 5 per cent, on hopes that 
the worst was over. George 
Fisher, chairman and chief 
executive, said the company's 
recovery plan was on target. 

Competition and the strong 
dollar made it difficult to 
achieve top-line growth, he 
added, but cost-cutting would 
continue. 

Johnson & Johnson said rev- 
enues rose I per cent to $5.8bn. 
Net profits rose 11 per cent to 
$lbn, in line with forecasts. 

Ralph Larsen, chairman and 
chief executive, said the 
group's pharmaceutical busi 
ness was particularly strong. 


World stocks, Page 34 
C u rrenc ie s, Page 23 


Gillette rolls 
out Mach3 
fighter for 
shaving wars 

‘Major blitz’ launch of three-bladed razor 
planned to maintain market domination 


By John Wiftnaa in New York 

The Cold War may be over but 
the Wet War continues. 

Gillette yesterday unveiled a 
new razor with a campaign 
designed to emphasise its 
determination to maintain 
domination of the global wet 
shave market. 

The Mach3 razor, says the 
company, is the stealth 
bomber of the shaving world, 
breaking the performance bar- 
rier to provide an optimum 
combination of shaving close- 
ness, comfort and safety. 

The parallel with military 
hardware was well to the fore 
in yesterday’s presentation to 
the world's media at the Hud- 
son Theatre in New York. 

Indeed, its launch to con- 
sumers will be a “major btttz". 
according to John Darman, 
vice-president of male shaving 
at the company. Gillette will 
launch Mach3 to US consum- 
ers in August. Western Europe 
will follow in the autumn, with 
the roll out in the top 100 mar- 
kets to be completed . by the 
end of next year. 

'Aerodynamics and shaving 
are two technologies that have 
impacted the lives of mm for 


nearly half a century," the 
video presentation intoned. 
“Now they come together for 
the first time." 

The company is as old as 
manned flight and, like air- 
craft, its product changed little 
in the early decades of the cen- 
tury. But over the past 35 
years it has adopted the mis- 
sion statement: “There is a 
better way to shave and we 
will find it” This has meant 
innovations every nine years 
or so which have allowed Gil- 
lette to win 70 per cent of sales 
in North America and western 
Europe. 

In 1988 it launched the Sen- 
sor range, with a revolutionary 
two blades to give not just one 
but two cuts at those facial 
hairs. The Mach3 adds a third 
blade to the armoury, together 
with 35 new features the com- 
pany believes competitors will 
straggle to emulate. 

These include a diamond- 
like carbon coating for the 
blades that means they are 
thinner than ever before, soft 
flexible micrafins that stretch 
the skin taught and a lubrica- 
ting strip that moisturises the 
skin and changes colour when 
blades need rep l acing. 



Bob Krig, head of Gfllette's North Atlantic dMsfcm: “The Mach3 breaks shaving performance barriers. 


The company will have 
invested more than $1 billion 
on the new product by the 
time the launch is over. 

The price of a Machs and 
two cartridges will be between 
$6.50 and $7.00 - 35 per cent 
more than the top of the Sen- 
sor range. To sell this to the 


consumer the company plans a 
set of ear-splitting advertise- 
ments which show a square- 
jawed fighter pilot breaking 
through the sound barrier 
three times, before enjoying 
the mother of all shaves. 

“Flying at Mach l breaks the 
sound barrier," said Bob King, 


head of Gillette's North Atlan- 
tic division. “The Mach3 
breaks shaving performance 
barriers - it is a quantum leap 
in shaving technology and per- 
formance.*' 
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France 
completes 
sell-off of 
CIC bank 

By Andrew Jack in Paris 

The French government 
yesterday announced the sale 
of a majority stake to CIC, the 
country’s fifth largest banking 
network, to Credit MutueL a 
mutual, in a deal worth at 
least FFr13.4 bn ($*2bnj. 

The controversial decision 
brings to an end the painful 
privatisation of CIC. originally 
put on sale to December 1995 
in a process aborted by the 
then centre-right government 
in late 1996. 

It also represents a second 
significant French banking 
operation in which an essen- 
tially domestic non-quoted 
group will acquire a commer- 
cial bank, following Banque 
Populalre’s friendly takeover 
of Na lexis last month. 

Dominique Strauss-Kahn. 
economics, finance and indus- 
try minister, said that Credit 
Mutucl’s offer was in line with 
the two rival bids of ABN 
Amro of the Netherlands and 
Societe Generate of France. On 
other criteria, it was "either 
the same or considerably bet- 
ter than the others". 

The deal was welcomed by 
ClC’s unions, which had sup- 
ported the Credit Mutuel bid. 
and by Philippe Pontet, CIC’s 
chairman. However, one 
French banker warned yester- 
day that the country’s com- 
mercial banks would consider 
launching an offensive against 
Credit Mutuel in response to 
the operation. “At a time when 
mega-mergers are taking place 
in the US. the government is 
putting a lot of trust in the 
mutual system which is being 
abandoned everywhere else 
around the world," he said. 

The French Banking Associ- 
ation has already lodged a 
complaint with the European 
competition authorities in 
Brussels over Credit Mutual's 
exclusive right to offer the Iiv- 
ret Bleu, a government-backed 
tax-free savings scheme. 

Mr Strauss-Kahn indicated 
yesterday that the funds raised 
by the Livret Bleu would in 
future be co-ordinated by the 
state-controlled Caisse de 
Depdt et Consignations. 

Under the terms of the deal. 
Credit Mutuel will pay 
FFri3.4bn for a 67 per cent 
stake to CDC. It will recapital- 
ise the bank by up to FFrtbn 
in the next few years, includ- 
ing a FFr2.6bn issue of prefer- 
ence shares later this year. It 
plans to reduce its stake in the 
medium term to 51%, with the 
rest of CIC quoted on the Paris 
stock exchange. 


Mitsubishi Chemical takes 
control of joint ventures 


By Paul Abrahams b Tokyo 


Mitsubishi Chemical, Japan's 
biggest chemical company, 
yesterday took full control of 
its three joint ventures with 
Hoechst of Germany producing 
polyester film. 

The deal should make the 
Japanese group the world's 
second largest manufacturer of 
the product after Du Pont of 
the US. 

The two companies would 
not give details of the value of 
the deal or of recent earnings 
from the joint ventures, 
formed in 1991. However. 
Hoechst said the businesses, 
known as Diafoil, would gener- 
ate sales of DM1.2bn (5650m) 
this year. 

Mitsubishi Chemical said US 
and Japanese operations were 


profitable but a German unit, 
based near Wiesbaden, was 
barely breaking even because 
of regional overcapacity. The 
two companies invested $300m 
to increase capacity by about 
80,000 tonnes a year to 170,000 
tonnes. 

The disposal by Hoechst 
marks another step to the 
efforts of Jttrgen Donna nn, the 
group’s chief executive, to 
transform the chemicals con- 
glomerate into a life-science 
company concentrating on 
pharmaceutical and agrochem- 
ical products. 

The rationale for Mitsubishi 
Chemical was to build up com- 
manding positions in its fields 
of expertise, said Koichi Tchi - 
hara, chemicals analyst at UBS 
in Tokyo. Du Pont, Toray of 
Japan and Mitsubishi Chemi- 


cal would now control 60 per 
cent of the polyester film mar- 
ket, he said, Du Pont recently 
acquired the polyester 
operations of Imperial Chemi- 
cal Industries of the UK 
Mitsubishi Chemical's 
shares closed up 1.3 per cent, 
or Y3, at Y239. even though 
the announcement was made 
after trading. In the past two 
years, Mitsubishi Chemical’s 
shares have underperformed 
the Nikkei 225 benchmark 
index by about 45 per cent 
Polyester prices in Japan 
and the US were holding up 
well and providing good mar- 
gins. said Mr IsMbara. 

Mitsubishi Chemical will 
take control of operations in 
Japan. Indonesia, Wiesbaden 
and Greer. South Carolina, 
employing 2.000 people. 


Anglogold appoints S African 
mining union chief to board 


By Victor MaHet ta Jotemesburg 


Anglogold, .the world’s biggest 
gold mining company being 
formed, out of Anglo Ameri- 
can’s gold interests, 
announced yesterday that it 
had chosen the president of 
South Africa’s National Union 
Mine workers as one of its 
independent directors. 

Bobby Godsell, Anglogold 
chief executive, acknowledged 
that the choice of James Mot- 
latsi as one of the company’s 
six independent directors was 
both unusual and risky. 

He said South African mine 
owners and the NUM had co- 
operated successfully since 
1990, adding that they could 
work together to transform the 


industry's racial structure, 
improve skills and change “the 
autocratic and hierarchical 
management style that has 
characterised the mining 
industry in times past". 

Mr Motlatsl’s appointment is 
likely to please South Africa's 
ruling African National Con- 
gress party, which has a for- 
mal alliance with the trade 
union movement, but it may 
be resented by radical union 
members. 

Anglogold also strengthened 
its “black empowerment" cre- 
dentials by appointing Donald 
Ncube, a leading black busi- 
nessman who established the 
Beal Africa group, to the 
board. 

The other four independent 


directors are Colin Brayshaw 
Of accountants Deloitte and 
Touche (South Africa); Russell 
Edey, deputy chairman of N.M. 
Rothschild & Sons' corporate 
finance company, Frank Aris- 
man, the New York-based com- 
modities and foreign exchange 
expert; and Victor Fung, the 
Hong Kong businessman, 
Anglogold has sought to woo 
institutional investors by 
emphasising that it will oper- 
ate independently of Anglo 
American, the parent company 
that will hold jost over half 
the shares. Of the 14 directors 
announced yesterday, five are 
Anglo nominees and three are 
Anglogold executives. A fur- 
ther three independents may 
be announced in future. 


I 



Thb announcement appears as a matter of record onhr. 
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FINANCE STRONG ECONOMY AND BUOYANT FEE INCOME LIFT REGIONAL INSTITUTIONS 


US banks rise strongly in first quarter 


By Jofan Anitas to New York 


Several US regional banks 
released strong results for 
the first quarter yesterday, 
as they continued to benefit 
from the strong economy, 
and buoyant fee income. 

First Union, the acquisi- 
tive bank based in Charlotte, 
North Carolina, announced 
an increase of 20 per cent in 
operating profits to $606m 
compared to the first quarter 
of 1997. This was before 
after-tax charges of SI ton 


connected to its pur c has e of 
the Wheat First Butcher 
Singer brokerage. 

The bank continued to 
increase its income from 
non-interest sources such as 
fund management and capi- 
tal markets, with an 
increase of 39 per cent to 
Ji.ibn. Net interest income 
fell as net loans fell from 
SlOlbn in the equivalent 
quarter of 1997 to S96bn. 

First Union also confirmed 

it had clearance from the 
Federal Reserve to complete 


its $17.1bn acquisition of 
CoreStates Financial, the 
largest bank in Philadelphia, 
announced last November. 

The bank refused to com- 
ment cm speculation that it 
may soon make another 
large acquisition, possibly in 

New England. 

However, Edward Crutch- 
field. chief executive, said 
the bank would “continue to 
evaluate acquisition oppor- 
tunities a gains t OUT rigorous 
standards" as the industry 
moves along “a continuum 


of consolidation." He added: 
“Size, scale and scope are 
critical factors in meeting 
the expectations of custom- 
ers for seamless services 
across a broad array of prod- 
ucts." 

Norwest, the Minnesota- 
based regional bank, 
announced net profits of 
$367.7m for the quarter, up 
112 per cent last year. Both 
its banking and mortgage 
divisions fared strongly, 
with mortgage earnings 
increasing by 53.5 per cent 


year on year. 

However, its Norwest 
Financial consumer lending 
division was hurt by rising 
credit losses in Puerto Rico, 
caused by bankruptcies. As a 
result, the bank warned 
Norwest Financial's profit 
for this year would be 10 per 
cent lower than the $243m 
earned last year. 

State Street, the’ Boston- 
based bank which specialises 
in asset management and 

securities processing, raised 

net income by 22 per cent to 


$l06m from 586m, mostly 
from growing fee revenues 
from servicing mutual funds 
and pension funds. 

Pittsburgh-based PNC 
Bank increased first quarter 
earnings only marginally, 
from 5266m to 5269m. Fee 
income increased while 
income from lending was 
almost static. 

By mid-session. First 
Union had gained 51 at $80. 
while State Street was up $ft 
at 172%. Norwest shed S% at 
-542%. 


Norwest chief doubtful 
over banking mergers 


By John Authors to New York 


Richard Kovacevich seems 
to be one of the few bankers 
in the US who remains scep- 
tical about the wave of bank- 
ing mergers. 

The chier executive of 
Minneapolis-based Norwest, 
the ninth largest US bank 
with $96bn in assets, he has 
led an aggressive attempt to 
introduce a sales culture at 
his bank. He no longer refers 
to brandies but to "stores”. 

Attempts to boost sales 
through cross-selling differ- 
ent financial products, 
including both basic bank 
accounts and investment 
and insurance accounts, 
underlie several of the big 
bank mergers which have 
been announced recently, 
such as the huge combina- 
tion of Citicorp with the 
Travelers Group. 

But Mr Kovacevich seems 
dubious that they will work 
"The most important thing 
to understand about cross- 
selling is that it’s about exe- 


cution and implementation. 
It’s not about broad strategy. 
This is a tough thing to do. 
and it requires doing liter- 
ally hundreds of things well 
and doing them consistently 
well for all your customers." 

Norwest started imple- 
menting its own plan to 
improve cross-sales more 
than 10 years ago. This 
involved extensive changes 
to the tr aining and incentive 
structures for staff. 

It now sells four separate 
products to each customer 
on average, although the 
aim is to increase this to 
eight. 

However, market research 
has revealed four products - 
current accounts, mortgages, 
brokerage and insurance - 
which work as “core" prod- 
ucts from which other sales 
can be made. Products such 
as credit cards and home 
equity loans tend to be 
regarded by consumers as 
free-standing. 

This logic led to an acqui- 
sitions campaign to build up 


its mortgage b usines s, which 
is now the largest in the US 
with assets of 522.4m. The 
average Norwest mortgage 
customer buys six products 
from the company, well 
above the average. 

A former Citicorp execu- 
tive, Mr Kovacevich points 
out the bank has had a 
range of products to sell for 
many years. "They are prob- 
ably averaging two products 
for every customer, just like 
everyone else, and adding 
another hundred products to 
the mix they offer isn't going 
to Tnn>fP much difference." 

Norwest is one of the larg- 
est regional banks, and bas 
not been involved in a 
merger fbr some time. But 
Mr Kovacevich suggests that 
the greater scale makes it 
harder to deliver cross- 
selling across the organisa- 
tion: "1 would argue that the 
bigger you are the more dif- 
ficult it is to cross-sell, 
because it has to be done 
everywhere across the 
company.” 


Brazilian power groups 
to be auctioned today 


By Jonathan Wheatley 
taSSo Paulo 


The privatisation of Brazil’s 
vast electricity industry 
progresses today with the 
sale of the distribution and 
transmission arms of Eletro- 
paulo, Latin America's big- 
gest electricity distributor. 

Eletropaulo's distribution 
business has been spun off 
into two separate companies; 
Metropolltana. covering the 
city of Sdo Paulo, and Ban- 
dcimntes. in the interior of 
the state. 

Stakes - representing T9 .9 
per cent of voting shares and 
29-8 per cent of total stock in 
each company - will be sold 
for a minimum of R$2.03bn 
(US$1. 78bn) and RSi.Olbn. 
respectively, in open outcry 
nuctions on the S&o Paulo 
Stock Exchange. 

A stake comprising 36.7 


per cent of voting shares and 
14.6 per cent of total capital 
in EPTE, Eletropaulo's 
transmission arm. will he 
sold later in the day for a 
minimum Of R$148Bm. 

Bidders were due to 
deposit guarantees at the 
exchange last night. Ana- 
lysts expected at least two 
consortia to take part; VBC- 
Energia. composed of local 
groups Votorantim, Bra- 
desco and Camargo Correa: 
and Light, a Rio de Janeiro 
distributor which was 
bought by CSN. the Brazil- 
ian steelmaker. Electricity 
de France, Houston Power 
and AES of the US in 1996. 

Other foreign bidders, 
such os Enron of the US, 
were considered possible 
participants. 

Both distributors cover 
dense markets with high 
concentrations of domestic 


and commercial customers 
and are seen as low-risk 
investments. 

However, analysts said the 
companies would attract 
lower premiums to their 

minimum prices than those 
seen at sales of other electric 
utilities. 

Under rules set by Aneel, 
Brazil's electricity industry 
watchdog, no distributor 
may control more than 25 
per cent of the market in 
any one region. Metropoli- 
tans and Bandeirantes 
together control 26 per cent 
of a region covering central 
and southern Brazil, and 
must therefore be sold to dif- 
ferent buyers. 

Gustavo Gattass or Icatu. a 
Rio de Janeiro investment 
bank, said: "If there are only 
two bidders, they are almost 
certain to strike a bargain to 
keep the price low." 



On to next generation: BH Gates, Mfcroaaft chai r man Reuters 


Microsoft sets 
June start date 
for Windows 98 


By Louise Koine 
to San Francisco 


Microsoft announced 
yesterday that Windows 93, 
the next generation of its 
personal computer operating 
system program, would 
make its official debut in 
June with a US price of 5109- 
The new software, which 
incorporates an intranet web 
browser and a browser-like 
interface, is at the centre of 
debate over alleged anti- 
trust violations by Microsoft 
The US Justice Depart- 
ment has filed a suit against 
the company, charging that 
Windows 95 - the current 
version of the software, 
which also incorporates 
browser software - violates 
a prior anti-trust settlement 
There has been widespread 
speculation that Windows 98 
would also fall foul of anti- 
trust regulators. With the 
Justice Department cur- 
rently conducting a broad 
investigation of Microsoft's 
activities, industry execu- 
tives have predicted that a 
second anti-trust case may 


be pending. This could force 
Microsoft to halt plans to 
introduce Windows 98- 

Yesterday’s statement by 
the company that it would 
launch the new software on 
June 25 was seen as an 
expression of confidence^ 

The software is currently 
in the final stages of testing 
by 100,000 users, including 
approximately 70,000 who 
paid about $3Q to obtain a 
preview version. Some 95 per 
cent of consumers who are 
users of Windows 96 plan to 
upgrade to the new software, 
according to Microsoft 

Independent studies sug- 
gest nearly two-thirds of 
users will upgrade within six 
months of the product being 
introduced. 

Windows 98 is also expec- 
ted quickly to become the 
standard software for new 
PCs. 

The new software will run 
applications fester and more 
easily than Windows 95, said 
Yusuf Mehdl, director of 
marketing. In addition, 
it will store data more effi- 
ciently. 


Morgan 
cuts its 
Asian 


NEWS DIGEST 


BRAZIL 


Bell Canada group wins 
cellular concession 


exposure 

By WBum Lewis to New Yak 


J.P. Morgan, . the 
international bank, 

announced yesterday that it 
had managed to reduce its 
exposure to counterparties 
in emerging Asian econo- 
mies by 25 per cent from 
56Hbu at the end of 1997 to 
5L6bn in the first quarter of 
1998. 

The move follows wide- 
spread concerns about the 
nponire of the US banks to 
the region. The announce- 
ment by Morgan came as it 
reported earnings for the 
first quarter of 1998 margin- 
ally above analysts’ expecta- 
tions. It achieved income fin: 
the first quarter of $366bn, or 
$1.80 “diluted" a share, up 35 
per cent from the fourth 
quarter of 1997. Analysts 
polled by First Call had been 
forecasting diluted earnings 
per share of $L7& 

This excludes tHn effect of 
a restructuring charge 
related to a cost-cutting pro- 
gramme announced earlier 
this year. 

Morgan said the charge of 
5129m after tax, or $0.65 per 
share, was expected to gen- 
erate Btmnal savings of 
approx $250m. Morgan laid 
off approximately 900 staff in 
the quarter. 

Net income, including the 
charge, was $237m, or 5U5 a 
share: This- compares with 
net income of 5424m, or $2.04 
per share, achieved in the 
first quarter of 1997. Reve- 
nues were up 9 per cent on a 
year ago at $L997bn. 

However, operating 
expenses, including the 
5129m post tax charge, were 
$1. 632b a. Morgan said this 
included costs of 555m partly 
to prepare for 2000, and an 
increase of approximately 
550m related to previous 
years’ staff stock awards. 
Excluding the charge, 
expraises were up by 19 per 
cent on a year ago and 8 per 
cent from the fourth quarter 
1997. 

In mid-session trading on 
Wall Street, Morgan's pos- 
sessive share price fell 50 
cents to 5147%. 


Brazil's sale of licences to operate 8<hCaHedB^3aKl ceHufar . 
telephone services neared completion ® fP 0 * 

sortlum Inducting Canadian operators Bell Canada and Tdq- • 
system won a 15-year concaKton to the scutiwm state of Rio 
Grande do Sul wfth a bid of R$334.5m (US$294rn). 

The bid brings to about R$8-2bn the anrasrd paid for nine 
out of 10 B-band Hcences due to be sold. This compares with 
the government's initial estimate of about iBjan- ^ 
elgn groups In winning consortia include Bell and 
Motorola of the US, Korean Mobile Telecom, DDI of Japan, 
Tefia of Sweden and Telecom Italia. . . , 

The B-band concessions will compete with existing A-bsnd 
cellular services operated by the state sector. These are due 
to be privatised later this year together with Brazil's fixed tele- 
phone network for at least $20bn. A tenth B-band licence, 
covering the thinly populated Amazon region. I tes been 
offered twice but attracted no bidders. A third offer ts being 
prepared 

Yesterday's winning consortium, known as Tetot, also 
indudes CWoorp of the US and local banks BB Inveetfrrwntos 
aid Opportunity. It was the only qualified bidder wider rules 
whfeh Cmlt operators to one Ucertce In each of two regi ons; 
other potential bidders recently won other concessions in the 
same region. Jonathan Wheatley, S5o Paulo 


ARGENTINA 


Banco Mercarr&l to link with insurer 

Argentina’s Banco Mercantil is to merge with leading insur- 
ance group La Caja de Ahorro y Segura to create one of Lotto 
America's biggest banking and insurance companies. Mercarv- 
tii is Argentina’s 22nd largest bank in terms of deposits, which 
total over $500m. La Caja, the Argentine market leader In fife 
and auto insurance, administers funds totalling $1 .8bn. The 
group also controls the Banco Ca]a de Ahorro, the country's 
43rd biggest bank with deposits of over $247m. 

Ken Warn, Buenos Aires 


ENERGY 


Enron advances 14% 

Net income at Enron Corp, the Houston-based gas and elec- 
tricity group, rose 14 per cent on a like-for-like basis in the 
first quarter to 65 cents per share as core business growth 
offset rising losses in energy servioes. Setting aside a 24 cent 
per share one-off gain from the sale of liquids assets last 
year, profits last time were 57 cents. 

The wholesale business was especially strong and the com- 
pany made "significant progress" building services operations 
to exploit deregulated energy markets, said Kenneth Lay, 
chairman. 

The operating loss before interest and taxes rose to $27m, 
or 6 cents a diluted share, compared with $i4m, or 3 cents, 
last time. Enron Energy Services added telecommunications 
group Pacific Telesis raid the California State University to Its 
tally of customers In the reporting period, when it signed con- 
tracts worth about 5850m of future revenues, bringing the - 
total value of business signed up so far to more than $2brt 

Operating income from wholesaling rose 49 per cent to 
5249m In the quarter, while exploration and production 
remained static at $43m compared with $42m last time. 

Group net income was 5214m cm revenues of $5.7bn, com- 
pared with S22m on $5.3bn last time. 

Christopher Parkes, Los Angeles 


TELECOMS 


GTE falls into the red 

A hefty restructuring charge at GTE pushed the US telecoms 
group, which toiled last year in its attempt to take over MCI 
Communications, into the red for the flret quarter - despite 
strong growth in revenues and net Income. The group, which 
warned of a 5802m charge earlier this month, reported net 
losses of $1 78m or 10 cents a share, against net income of 
5665m, or 69 cents a share. Revenues rose 11 per cent to 
S5.88bn, while net income increased 10 per cent to $733m. 
Eam rigs per share rose 7 per cent to 76 cents per share prior 
to the charge. 

Charles Lee. chairman and chief executive officer, said the 
revenue growth, the highest quarterly Increase ever recorded, 
had been achieved through strong growth in new and value 
added services. Christopher Price, San Francisco 
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Volkswagen International 
Finance N.V. 

Amsterdam, Niededande 


Reduction of the option price of our 


3% US Dollar Bonds of 1986/2001 
67«% DM Bonds of 1988/1998 
»*A% US Dollar Bonds of 1988/1988 
3% sfr Bonds 1988/2000 


Volkswagen AG has increased its capital by issuing 
new shares with the granting of an indirect 
subscription right to its shareholders. As a result of the 
capital increase, the option price is reduced for each 
share purchased on the basis of the right to 
subscription with a nominal value of SO DM in 
accordance with the conditions valid on the qualifying 
date of 8th April 1998 by the following amounts: 


416 DM 3% US Dollar Bonds of 1986/2001 

188 DM 67»% DM Bonds of 1988/1998 

189 DM 9%% US DoHar Bonds of 1988/1998 

189 DM 3% Sir Bonds 1988/2000 


Amster da m, April 1988 


Board of Management 



U.S. $200,000,000 
American Express Bank Ltd 


Floating Rate Subordinated Capital Notes 
Due 1999 


No&cs is hwabv given that far the Wansst Poriod Ifitfi April 
199B to 16th July, 1996 the Notes wifi bear {merest M the cater 
of siwfc per annum. The interest payable on ifift July, 1H» 
aoainat Coupon No. 45 will be UjS. $14693 per UASIOjOO 
Nomind and U5.Sia33.18 por U A 1250,000 Nominal. 

DATED TWS 15TX DAY OF APflR. 7066. 


Principal Paying Agent 
royal dank of Canada 

EUROPE LIMITED 


BEAR 

STEARNS 


Bear, Steams International Limited 
"STARTING A HEDGE FUND" 


SEMINAR 


An International panel of leading Accounting, l* g?i and 
fund Ad m inistration professionals will riiwnc$ tire 
fundamental issues relating to the creation of a hedge fund. 


•TAX BENEFITS AND IMPLICATIONS FOR THE 
UK-BASED TRADER" 

"STOCK EXCHANGE LISTING REQUIREMENTS" 


ROBSON RHODES 


"SETTING UP A HEDGE FUND MANAGEMENT 
BUSINESS IN THE UNITED KINGDOM" 


SIMMONS & SIMMONS 


"DECISIONS INVOLVED WITH ESTABLISHING 
AN INVESTMENT FUND" 


Newman Tannenbaum 


"HOW TO TACKLE THE AUDITING OF A FUND 
AND RELATED ISSUES* 


"DAILY OPERATIONAL ISSUB" 

"HOW TO CALCULATE THE NET ASSET VALUE* 
“WHERE TO DOMICILE YOUR FUND* 


IMS 


Olympia Cap/tal. 

Associates LJ 3 . 


CITCO 


"HEDGE FUND MANAGERS: 

HOW THEY PRESENT THEMSELVES TO INVESTORS* 



Co detail Reception to follow 

Thursday, April 23, 1998 
17:00 - 20:00 


London 


To register, please call Michel Serieyssol at 
(44-171)516-6985 
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-P!??!?!l? Pf PRODUCTS US GROUP UNVEILS THREE-B LADE RAZOR 

Gillette seeks 30% of 
market with ‘Mach3’ 


frW rtMfa &tffflh m New York 

One of the best-kept secrets 
in US industry is finally out: 
the new GiBette three-blade 
razor, christened the Macha 
in a much-hyped global 
launch yesterday. 

Gillette has a lot riding on 
the success of the new 
shaver. The company frag 
poured more than $lbn into 
the product, in eluding |750m 
on manufacturing syst ems . 
5200m on research and devel- 
opment and $300m on mar- 
keting commitments over 
the next is months. 

Despite the outlay. Bob 
King, executive vice-presi- 
dent. predicted the group 
would recoup its investment 
within three years. 

Gillette has set ambitions 
sales goals far MachS. The 
company expects the new 
system to achieve a market 
share of between 25 per cent 
and 30 per cent by 2000, mak- 
ing it the topselling brand. 
While the corporation hopes 
about one-quarter of MachS 
users will be new Gillette 
customers, Mr King admit- 
ted that sales of the product 
are likely to cannibalise 
those of Sensor, the compa- 
ny’s current generation of 
shavers. 

The profit potential lies in 
the Mach3's higher cost It 
will seD at between 96 and $7 
a razor, a premium of 
between 25 per cent and 35 
per cent over the Sensor. 


Because the new shaver will 
have a longer hiadp Ufa, Gil- 
lette says the actual cost pre- 
mium for consumers wOl be 
bewteen 10 per cent and 20 
per cent. 

The big question is 
whether men will be willing 
to pay more for each shave. 
That will depend largely an 
whether consumers’ experi- 
ence lives up to Gillette's 
lofty promises. 

The new razor uses a 
three-blade system The com- 
pany has been experiment- 
ing with this technology 
since 1970, but failed to come 
up with an acceptable prod- 
uct until now. White three 
blades have always provided 
a closer shave, they also 
tend to irritate the «Mn. Gil- 
lette says that it has 
resolved tins problem by 
recessing the first blade into 
the cartridge, to reduce the 
drag on «Hn 

The razor includes a new 
pivoting system, located in 
the cartridge rather than the 
handle; blades; and 

automatic deposits of mois- 
turiser and vitamin E an the 
skin. Rubber fins on the 
sides of the blades stretch 
the akin and bold hairs in 
place for a precision cut 

Even mlh the technologi- 
cal improvement, many con- 
sumers are likely to be 
unwilling, or unable, to pay 
for a more expensive shave. 
Gillette says it will continue 
to sell its lower-priced line to 


Strong economy helps 
lift US paper groups 


By John Anthers 
in New York 


US paper and building 
products' companies 
yesterday reported improved 
earnings as the strong 
economy and construction 
industry in the US helped 
them to recover slightly 
from a fourth, .quarter when 
profits were seriously dented 
by the Asian currency 
devaluations. 

Shares rallied strongly for 
virtually all companies in 
the sector. They were helped 
by new research from Gold- 
man Sachs which recom- 
mended upgrading the sector 
because cyclical trends were 
in its favour. 

Goldman Sachs said: 
“Reflecting anticipated 
improvement in the pulp 
and paper pricing environ- 
ment for the North Ameri- 
can industry as a whole, we 
expect earnings per share to 
more than double, albeit 
from low estimated levels in 
1998.” 

A recovery last year was 
baited by the Asian crises, 
which sharply reduced the 


prices offered by paper man- 
ufacturers in south-east Asia 
while reducing demand. 
Paper prices are now 
improving, although pulp 
prices remain weak. 

Marc Wilde, paper analyst 
at BT Securities, counselled 
caution: “We’ve seen the 
biggest droops for a long 
time in pulp inventories, and 
it took a lot of industry 
down-time to do that. 
There's no doubt that 
inventories coming down is 
good news, but we. are 
seeing some pressure on 
paper prices, and 1 think the 
signals are very mixed.” 

International Paper, the 
largest US paper company 
and a constituent of. the 
30-company Dow Jones 
Industrial average, 
announced that profits had 
more than doubled since the 
first quarter last year, with 
earn in g s rising from 534m to 
575m. 

Weyerhaeuser reported 
profits of $85m for the 
quarter, up on the 546m in 
the same period last year, 
but down on the fourth 
quarter last year. 


Wood products’ operating 
profits were almost static at 
5173m owing to weak export 
demand, while pulp and 
paper registered a strong 
increase at 552m, compared 
with |6m a year earlier. 

Steven Rogel, chief 
executive of Weyerhaeuser, 
said: “While we see some 
improvement in a numb er of 
our products, the situation 
in Asia continues to create 
uncertainty . around 
prospects for a number of 
our businesses. " 

Boise Cascade took a loss 
of $X.2m, significantly 
reduced from file Sl&2m loss 
in the first quarter of last 
year. 

Sales increased, thanks to 
stronger demand for office 
products and higher paper 
products. The performance 
at its building products 
division deteriorated 
sli ghtly . 

Bowater repeated a sharp 
decrease, in earnings at 
5243m, which included a 
56.7m gain on the sale of 
timber-lands, following a loss 
of $300300 in the equivalent 
quarter. 
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Intel to unveil 
‘basic PC’ chips 


By Loatse Keboe 

ta San Francisco 

Intel will today unveil a new 
range of microprocessor 
chips designed for use in 
low-cost persona] computers. 
But industry critics say the 
new Celeron chips lack the 
performance of competitors' 
devices. 

The Celeron products 
mark a departure from 
Intel’s strategy of building 
ever-faster and more power- 
ful micro pr ocessor to drive 
demand for new PCs. 
instead, the company has 
bowed to market demand for 
lower-priced chips. 

The devices will be used in 
PCs expected to sell in the 
US far less than $1,000. As 
many as 40 computer makers 

- including Compaq Com- 
puter. the world's largest PC 
company - are set to intro- 
duce new machines based an 
Geleran chips. 

PCs selling for less than 
$1,000 already represent foe 

fastest-growing segment of 

the market They offer most 
of . the features of machines 
selling for twice the price 
and are proving very popu- 
lar with consumers. Corpo- 
rate buyers are also sh owing 
rising interest in the lower- 

cost PCs. 

Intel dominates foe world 
market for microprocessors. 
However, competitors have 




Sbasic pc” segment, where 


National Semiconductor 
together claim a 25 pm- cent 
mar ket share. - 

Today, National is also 
expected to introduce new : 
microprocessor chips which 


it rfainia will outperform 
Intel’s Celeron chips. 

With Celeron, Intel alms to 
reclaim the low-end PC seg- 
ment However, analysts say 
the new chips will not per- 
form as well as earlier Intel 
Pentium chips or competing 
devices from AMD and 
National. 

The new chips are based 
an the same design as Intel’s 
fastest P entium H chips "bat 
lack a memory device that 
feeds- data more quickly to 
the microprocessor. While 
lowering costs, this slows 
fi» performance of the Cele- 
ron microprocessor signifi- 
cantly, say analysts. 

New versions of Celeron 
expected later , in the year 
will include the memory 
device and have higher per- 
formance, according to ana- 
lysts. These products could 
mark the beginning of an 
important new generation of 
high-performance, low-cost 
PCs, they predict. 

Tim Celeron launc h came 
ahead of an anticipated 
downturn in Intel’s quar- 
terly earnings, which were 
scheduled to Tie announced 
late yesterday. The shift 
towards lower-priced PCs 
and microprocessors 
appeared to be chib of foe 
causes of Intel’s earnings 
dedtoe, analysts said. 

Intel alsoannounced an 
alliance with Silicon Gfraph- 


workstation manufacturer, 
atlcon Graphics wiH gradu- 
ally adopt Intel microproces- 
sor technology in anew gen- 
eration of workstations. 
Silicon Graphics will also 
build s e rv e rs and super-com- 
puters with Intel chips. 


Conrad Black takes a big gamble in Canada 

New national newspaper may please readers but investors will need persuading, writes Edward Alden 


accommodate .foe lower end 
of foe market, a segment 
t hat may gain in importance 
as the company pushes into 
developing economies in 
eastern Europe and India. 

it will be difficult far con- 
sumers to miss the global 
launch of the razor. CHUette 
is staging an expensive mar- 
keting campaign to get the 
word out Television adver- 
tisements for the shaver fea- 
ture an aircraft Dying at 
supersonic speed - Mach3 
velocity in technical par- 
lance. 

Beating the performance 
of the Sensor generation will 
be difficult That product, 
launched about nine years 
ago, gave fflHette a TO per 
cent share of the world razor 
market “Shavers currently 
provide about half the com- 
pany's revenue. However, 
Mr King says double-digit 
sales growth, fuelled by Sen- 
sor, has been flattening - a 
sign that the group needed a 
new product 

According to A3 Zeien. Gil- 
lette chief executive, 
changes to the manufactur- 
ing process are as Important 
to the success of MachS as 
the razor itself. The com- 
pany has Installed new 
mai-Vimac tO VihtuHp produc- 
tion anrf moved to ‘'continu- 
ous” movement on its 
assembly Una Gillette hopes 
tire streamlined process will 
dramatically boost its profit 

marg in. 


W hen Conrad Black 
consolidated control 
last year over Sou- 
th am, Canada’s largest 
newspaper group, a shudder 
went through newsrooms 
from Na )jfQY to Vancouver. 

While Mr Black, the 
Montreal-born chairman of 
Hollinger International, 
owns several newspapers 
internationally. Including 
the Daily Telegraph in the 
UK and the Jerusalem Post, 
bis record in Canada had 
been Jess than reassuring. 

Starting with bis purchase 
of Quebec’s Sherbrooke 
Record in 1969, he slowly 
built a newspaper empire by 
purchasing small, loss- 
making daily newspapers, 
cutting back sharply on staff 
and news coverage and 
wrin ging nut handsome prof- 
its for farther acquisitions. 

But since taking a 59 per 
cent share in Southam* Mr 
Ria^K has surprised even his 
fiercest critics by hiring 
repeaters and editors, build- 
ing new printing facilities 
and impr o v ing both quality 
and returns at the previ- 
ously lacklustre group. Cir- 
culation is rising at most of 
the chain's 83 daily newspa- 
pers, advertising is up 
profits increased 36 per cent 
in the fourth quarter of 1997. 

Having reassured those 
who produce the newspa- 
pers, Mr Black’s task will 
now be to do the same for 
those who invest in them. 

In one of his larger gam- 
bles to date, South am 
ann o unced plans last week 
to launch a new national 
newspaper in Toronto that 
would compete with four 
other daily newspapers, two 
of them business-oriented 
national papers, in Canada’s 
largest city. The launch to 
the autumn will make 
Toronto the most competi- 



Conrad Blade the HoMnger International c ba iru ia o has often profited by defying c on ventional wisdom 


tive newspaper market in 
North America. 

The immediate reaction 
was discouraging. Southern 
stock, which had climbed 
from a low of less than C$13 
in 1995, immediately dipped 
55 cents to C$27.10 on 
Wednesday, and lost another 
C5L10 to dose at C$26 on 
Thursday. 

Recent history does not 
offer much encouragement. 
USA Today, the US broad- 
sheet that pioneered f oil- 
colour reproduction in 1982. 
lost more than $lbn over a 
decade before turning a 
profit In foe UK. The Inde- 
pendent started with a flour- 
ish in 1986, but has since 
fallen on hard Hnw 

Some analysts are scepti- 
cal that Mr Black’s new ven- 
ture will fare any better. 
“It’s extremely difficult to 
come up with an estimate of 


how deep the losses will be." 
says Michel Perrault of MGP 
Media Consulting in Mon- 
treal. “But there's no ques- 
tion they will be deep.” 

Judy Goddard, vice-presi- 
dent at McKim Media Group, 
the biggest media buyer in 
Panada says the nev ven- 
ture can only succeed by 
taking readers from other 
papers. The danger is that 
those readers will come from 
Southam’s own papers. 

But throughout his career, 
Mr Black, has profited from 
defying conventional wis- 
dom. To those who predicted 
the imminen t death of news- 
papers in the face of compe- 
tition from cable and satel- 
lite television and the 
internet, Mr Black chuckled 
and went on buying. 

“Maybe newspapers are 
actually one of the few mass 
media left when you get all 


the fragmentation of the 
internet and broadcasting," 
says Donald Babick, presi- 
dent and chief operating offi- 
cer of Southam. who will 
head the new launch. 

M r Babick says Sou- 
tham will not face the 
same hurdles as other 
start-ups because it already 
has a network of printing 
presses, distribution chan- 
nels and reporters across foe 
country, although it has no 
presence in Toronto. 

The company is projecting 
maximum start-up costs of 
05130m (US$9lm1 and profit- 
ability in five to seven years. 
Mr Babick says the paper 
win be a high-quality, intelli- 
gently written journal, set- 
ting it squarely against The 
Globe and Mail, Canada's 
landing national paper, and 
The Financial Post, a 


Ashley Asftwood 

national business dally 
which is 20 per cent owned 
by Pearson, owner of the 
Financial Times. 

The immediate winners 
will be nnn.orfMiw newspaper 
readers. Ken Thomson. 
chairman of Thomson Carp, 
says its flagship Globe and 
Mail will respond by further 
improving its already high 
standards. “1 don't see how 
it can help but be good for 
readers," he said. “Competi- 
tion does tend to stimulate 
improvements in quality." 

While advertising rates are 
likely to drop, Mr Thomson 
does not expect “vicious 
competition" of the type that 
has embroiled the UK’s 
national papers for the past 
decade - particularly the 
price war between Mr 
Black's Daily Telegraph and 
Rupert Murdoch’s The 
Times. 
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Why Clients in Russia Turn to Chase 
for Capital Raising Expertise 
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CONSUMER CREDIT FRENCH GROUP'S DIVESTMENTJ/VILL STREN GTHE N FOCUS ON UTILITIES . 

Suez-Lyonnaise to sell Sofinco 


By Ffefl Bucfctey In Paris 

France’s Suez Lyonnaise des 
Eaux continued to refocus 
itself on the utilities sector 
yesterday as it announced a 
FFr9.i5bn ($l.5bn) deal to 
sell Sofinco, its consumer 
credit business, to Credit 
Agricole, the French hank. 

It also made clear it was 
keen to acquire full control 
of its partly owned Belgian 
subsidiary. Socifite General© 

de Belgique. 

The agreement to sell 
Sofinco, France’s second big- 
gest retail consumer credit 
business, follows the sale by 


the then Com pag nie de Suez 
in 1996 of Banque Indosuez, 
also to Credit Agricole, and a 
string of other disposals 
totalling FFrl4bn in 1997. 
and FFr7bn so fer in 1998. 

The disposals are designed 
to concentrate the group on 
the four core businesses of 
energy, water, waste man- 
agement and communica- 
tions, identified since its for- 
mation through the merger 
of Suez and Lyonnaise des 
Eaux a year ago. 

In a further step towards 
simplifying its structure. 
Suez-Lyonnalse confirmed 
speculation in Belgium that 


it was studying a buy-out of 
the 36.4 per cent of SociGtS 
Generate de Belgique, 
known locally as La Gener- 
ate, that it does not already 
own. 

Gerard Mestrallet, chief 
executive, said a buy-out 
would create a “simpler and 
mare compact group”. 

It would also remove the 
discount to net asset value 
at which La Gfine rale's 
shares have long traded. 

La Generate owns 50.3 per 
emit of TractebeL the fast- 
growing Belgian energy and 
utility group. 

In an attempt to soothe 


Belgian concerns over a full 
takeover of La G6n&rale, Mr 
Mestrallet insisted such a 
move would "reinforce the 
Franco- Belgian dimension” 
of the Suez-Lyonnaise group. 

The Suez chief also made 
clear his support for a bank- 
ing link-up of G&terale de 

Banque and Fortis. which 

are both subsidiaries of La 
G6n6rale. 

The sale of Sofinco, which 
had net pro fi ts of FFrsOOm 
last year, will take place In 
two stages. 

In January 1999, Credit 
Agricole will exercise a call 
Option an 18 per cent of the 


business, as part of an agree- 
ment made with Suez in 
1993, and will buy a further 
52 per in msh 

It will acquire the remain- 
ing 30 per cent a year later. 
The total value of the trans- 
action, excluding the call 
option, is FFr9 JSbn. 

The news came as Suez- 
Lyonnaise revealed that pro- 
forma net income more than 
doubled last year from 
FFrl.flBbn to FFr4.0lbn. 
Group turnover increased 10 
per cent from FFM.7&2bn to 
FET 190 . 4 bn. 

A net dividend of FFr15 
per share is proposed. ' 


Skoda Plzen finds it hard to break nasty habits 

Czech group needs to sell non -core operations and restructure its balance sheet, writes Robert Anderson 

S koda Plzen, the biggest ny’s bank loans reached trolley-buses. But Mr Soudek 
Czech engineering KclSbn - compared with its seems to have taken upon 
group, has a nasty habit capital base of Kc9.5bn - himself the mission to run a 


S koda Plzen, the biggest 
Czech engineering 
group, has a nasty habit 
of surprising analysts with 
results that Call to meet its 
forecasts. 

After lowering Its 1997 
profit prediction from 
KcSOOm to KclOQm (&S2m) 
during the year, Skoda 
stunned the market this 
month by reporting a prelim- 
inary 1997 consolidated net 
loss of Kd.TBbn - the third 
consecutive year of heavy 


Afterwards the company's 
shares fell for several days 
by the maximum allowed on 
the Prague stock exchange - 
by more than one-third to 
about Kc34D - and analysts 
believe they may sink to 
Kc300. 

Skoda is a cornerstone of 
the Czech economy. It sepa- 
rated from the carmaker of 
the same num* after the sec- 
ond world war. 

The group had already 
postponed to the second half 
of fids year a Kc2£bn equity 
Increase because its shares 
had dropped to less than half 
their nominal value of 
Kcl.000. The latest bad news, 
analysts believe, makes an 
issue this year impossible. 

Lubomir Soudek, the 
fiercely independent chair- 
man of Skoda who holds 25 
per cent of the shares mainly 
through his personal com- 
pany Nero, had only grudg- 
ingly accepted the need far 
an equity increase. 

But the Issue had become 
presang because the compa- 


ny’s h ank loans reached 
Kcl2bn - compared with its 
capital base of Kc9.5bn - 
costing it KcL2Sbn in inter- 
est charges last year. 

One-third of these loans - 
an estimated Kc4bn - is 
owed by Tatra and Liaz, two 
truckmakers Skoda bought 
in the mid-1990s and has 
struggled to restructure. 
Tatra returned to profit last 
year but losses at Liaz deep- 
ened to Kc520m. 

When Skoda put the truck- 
makers up for sate last year, 
analysts were delighted the 
company seemed to be tack- 
ling its debts. However, 
Skoda withdrew them from 
sale In December, saying the 
whole process had been a 
charade. 

"We needed to convince 
ourselves how seriously we 
were taken by our competi- 
tors," says Mr Soudek. "Six 
interested parties appeared. 
This showed us that they 
have a future.” 

With both truckmakers 
expected to be profitable this 
year, Mr Soudek says he 
wants to sell a stake to a 
financial investor to pay off 
the debts, and then merge 
tham as Skoda Truck. 

Mr Soudek has always 
found it difficult to make dis- 
posals. The group's fifty-odd 
subsidiaries produce a bewil- 
dering array of products 
from locomotives to tin cans, 
steel ingots to power station 
equipment 

Analysts want the group 
to slim down and focus on 
its profitable lines such as 


trolley-buses. But Mr Soudek 
seems to have taken upon 
b ftncAif the mission to run a 
hospital for the country’s 
ailing engineering 
companies. 

Apart from the truck- 
makers, Skoda has bought 
Unformtechnlk, an east Ger- 
man manufacturer of presses 
for the car industry which 
made a loss of Kc25Qm last 
year, and has invested 
KcSOOm in an aluminium 
can fectory which incurred a 
loss of Kc270m. It Is now try- 
ing to sell Skoda Can, along 
with Skoda Energetika. Its 
power generation subsidiary. 

The company Is negotia- 
ting to add another four loss- 
making «»» gin poring compa- 
nies. But it has still not 
restructured the companies 
it has bought and there is a 
danger tha t further acquisi- 
tions will spread manage- 
ment expertise too thinl y. 

"If there was any hope of 
an Improvement In perfor- 
mance, these purchases 
would aid it,” says Ondrej 
Datka, an analyst at Patna 
Finance in Prague. "The 
abjective seems to be to 
grow bigger rather than 
increase profitability. If they 
want to raise equity they 
should realise that share- 
holders want to see profits.” 

T he real task for Skoda, 
according to analysts, 
should be to sell Its 
fringe operations and accel- 
erate restructuring of its 
core areas, some of which, 
like specialist steel, also ran 



Lubomir Soudek: hopes for ■healthy profits this year 1 


up big losses last year. 

This, together with an 
equity issue, would make it 
easier to repay debts, cover 
the KcSbn provisions needed 
for risky contracts last year, 
and give it capital to invest 
in nirhe areas and finance 
export deals. 

These problems threaten 
to overshadow Mr Soudek’s 
success in rescuing the 
group from near bankruptcy 
In 1992 when its traditional 
markets collapsed. 

Mr Soudek first built up 
new. markets In west Europe 
and the developing world, 
and then began returning to 
the former Soviet Union. 
Exports make up three-quar- 
ters of sales and bave shot 
up from KcS.lbn in 1995 to 


Kcl8.4bn last year. 

But the group has found it 
difficult to convert sales into 
profits. Lack of restru c turin g 
Tnaans pro d uctiv i ty remains 
low. fixed costs are high and 
margins tight. "They will 
take a contract with very 
low or no margin just to use 
capacity," says Mr Datka. 

Skoda yesterday 
announced further attempts 
to cut costs and sell assets, 
and it has forecast profits of 
about Kc900m for this year. 
Mr Soudek says: “The sub- 
sidiaries took longer to bring 
back to life than we hoped, 
but we think we will begin 
to generate healthy profits 
this year.” 

This time, analysts hope 
he has got it right. 


ERAMET 

A target 
for growth 


A LARGER BASE 
OF ACTIVITIES 

• Turnover dose to 
FRF 8 billion 

• Operating cashflow of more 
than FRF I , I billion 

• 7,000 employees 

Eramet Is 2 coherent, 
dynamic and profitable 
Group with world leading 
positions in each of 
its three businesses : 
nickel, high speed steels 
and manganese 


KEY FIGURES FOR 1997 




ERAMET GROUP : 1997 Results 

INCREASE IN THE NET RESULT OF 27 % 
HIGHER DIVIDEND 
A LARGER BASE OF ACTIVITIES 

Eramet's Board of Directors met on April 8 1998, under the Chairmanship of Nr. Yves Rambaud, to review 
the accounts of the year 1997 which wifl be prwenced to the General Meeor^ of Shareholders on htqr 27 1998. 


Turnover 

Income before taa and exceptional teems 

Nat income Groopls share 

5.960 

716 

389 

3.909 

460 

305 

+ 5Z5X 
+ 55JX 
+ 27-5 56 

Operaring cash flow 

919 

646 

+ 41316 

Earning per sham In FRF 

Dividend per share (exdudbtg tax credit} FRF 

25.04 

730 

19.90 

6.60 

+ 25.8 X 

+ I3j6 X 
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m Coming mb eqaty axaunul 

• Strong increase In results 

tn 1997. die Eramet Group has both improved its 
performances, proved its capacity to Cue unusual 
difficulties and passed a significant stage in the 
construction of a c o her e n t, dynamic and profitable 
Group which holds, on a world level, a leading 
position in each of its three divisions : nickel, high 
speed steels and manganese. 

The Group's net income in (997 reached FRF 
389 million, an increase of 27.5 X compared to that 
of the previous year (FRF 305 mUTton). 

The income per share is FRF 2JL04, higher by 253 X 
than that of 1996 (FRF 19.90 per share). 

These results, certainly helped by the higher parity 
of the dofiar. nevertheless indicate that the decisions 
i m plemen t ed over die few last yean significantly 
strengthened die Group's compeddvity and allowed 
it to widen Its base of activities. 

• A larger base of activities 
(Pro-forma accounts of the Group) 

The size of the Group has practically doubled with 
the acquisition of a major shareholding in Comftog, 
On a full year basis, if ComlJog had been fully 
consolidated as of January I. 1997, the Group's 
turnover (unaudited) would have reached FRF 
7,817 mffion. an increase of II X compared to 1996 
on the same consolidation basis and the operating 
cash-flow would have been FRF 1. 1 14 million, an 
increase of about 17 X. 

Net ash it the end of 1997 was FRF 442 million 
(induefing Ctenriog), noticeably higher than at the end 
of 1996 which was FRF 199 milSon on the same basis 
of consolidation. 

« ftimUng 

The consol id ated t urno v er readied FRF 3.775 
million an increase of 20 % compared to chat „ 
of 1996 (FRF 3.156 mfflion). 2 V; 


metpV 1. 1997. In /9W md in the la hdf 1997 dr 44 X pn rt c pobon 

The operating cash-flow increased strongly (about 
45 X) reaching FRF 452 ntiiHion. based on Eramet's 
accounting principles. 

• Eramet S A: parent company 

Eramet JLA.net income was FRF 150 mi Won against 
FRF 181 million in 1996. 

• Dividend 

A net dividend of FRF 7 JO per share (Le. FRF i 1.25 
including tax credit), up by 13.6 % on that of 1996. 
wtil be proposed by the Board of Directors to the 
General Meeting of Shareholders. 

• Swap of nickel mining deposits 
hi New Caledonia 

The agreement of February I 1998, b e twe en 
Eramec/SLN, the French Government and Sod£t£ 
SMSR provides far the swap of the Konbmbo deposit 
(SLN) with that of Poum (SMSP) and the payment 
to Eremec/SLN of an indemnity to compensate for 
the difference in value between the two depos i ts. 
In accordance with the agreement, a legal entity 
responsible for managing Its implementation b being 
set up and independent experts are establish Eng die 
amount of the compensating indemnity This 
Indemnity will be paid as soon as the Koniambo 
deposit is tr a ns f eree! to the entity. 

• Forecast for the Isthatf 1998 

Activities in die Groupfc three dmsiom look as though 
dwy will remain at a s ati s fa ctory level during the 1st 
half 1998, and the Aslan crisis has so far not had any 
marked effect on the overall deliveries of die Group 

The results of the 1st half 1998, will be affected by 
the strong decrease in the price of nickel but will 
however benefit from the satisfactory evolution 
ctf the high speed steels and manganese markets, 
is well as from the high dollar parity against the 
French franc 
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Surprise 
growth 
from SAP 
in quarter 

By Antov Fisher ta Frankfort 

SAP, the German business 
software group, surprised 
the stock market -yesterday 
by ' announcing a further 
steep rise in business during 
the first quarter after previ- 
ously warning' its rate of 
expansion would slow 
sharply tins year. 

The company said expecta- 
tions had bean exceeded in 
the first quarter with, a 62 
per cent increase in both 
sates and costs. The shares 
responded with a rise of 
DM4S to DM824. 

SAP said its performance 
hart benefited tram continu- 
ing strong demand for busi- 
ness software applications 
and from favourable cur- 
rency trends. The strength 
of the dollar against the 
D-Mark has been a strong 
fnfinpnrw behind Germany's 
powerful export performance 
and stock market rise. 

The company said Its 
results for the first quarter 
would be released an April 
2 L In 1897, SAP achieved a 
62 per cent turnover rise to 
DM6.Q2bn ($3^bn) f with pre- 
tax profits up by 72 per cent 
to DMLfiTbn. 

SAP leads the market in 
enterprise resource planning 
software, used by interna- 
tional companies to manage 
their operations, and fore- 
cast last month that sales 
would grow at a more mod- 
erate rate of between 80 per 
cent and 35 per rent in 1998. 
Yesterday it was still stick- 
ing to this forecast, at least 
until it had studied the pre- 
liminary figures closely. 

The extent to which com- 
panies’ software prepara- 
tions for the euro and the 
year 2000 had continued to 
enhance SAP's revenues was 
unclear, it added. This made 
ft hard to assess progress 
over the rest of the year. 

SAP said in March that 
costs could rise fester than 
sales this year because It 
planned to recruit about 
5,000 people. Expenses of the 
planned employee share 
compensation plan would 
also affect results. 

BankgeseUschaft Berlin 
said ft expected SAP’s pre- 
tax figure to be 45 per cent 
this year highe r at DM2.4bn, 
with turnover advancing 47 
per cant to DM8.84bn. 


JSIEWS DIGEST 

TELECOMS , I 

OliMan lifts interest 
in Italian phone operator 

OliMan. the Joint venture between Olivetti and Mamesmann, 
vesterdav raised its stake In Omnftel Pronto Italia, IW® 9e f“ 
and mobile phone operator, to about 40 per cent as part of a 

complex deal that Involved the sate 

T ^a^ransactjon worth some S4«kn. OSv^, f^nesm^jn 
and Bell Atlantic announced that they had bought TeHa s 8.66 
per cent stake in Omnftel Slstemi Radlocellulari, the company 
that owns 70-perceat of Omnftel Pronto ItaUa. Through the 
OliMan Joint venture, Qflvtfti and Mannesmarm have bought 
two-thirds of the Tefla Investment, equivalent to 6-43 percent 
of Omnftel Stetismi Ftedkjcelkjiari. Ball Atlantic has bought the 

remaining one-thW. . ^ . 

The deal means that ONvettTs Interest in the mobile phone 
operator has risen from 26.6 per cent to roughly 30 per cent 
Marmesmann’s Interest - through OliMan and Pronto Haifa - 
rises to 18.3 per cent while Bed Atlantic's share rises to 19.7 
per cent The deal marks the first Investment made by Olivetti 
following a wave of safes and disposals of nori-ccre bush - 
nesses over the last one and a half years. Omnftel Pronto 
Kalla, which has some 3.000 employees, had revenues In 
1997 of L1,800bn (Jlbn). James BBtz, Rome 

ENERGY 


IVO-Neste offer for Neste stake 

]VO-Neste, the Joint holding company being formed by the 
impentfng merger of Neste and I matron Voima, the Finnish 
energy groups, is to offer FM168.10 a share far the 16.8 per 
cent stake In Neste not held by the Finnish government 
Under the terms of the merger, the stake - which arises from 
Neste's part privatisation In 1998 - will be exchanged for 
shares In iVO-Nesta Terms tor the Initial public offering are 
due to be announced by April 29. Neste shares rose FM1.10 
to FM170.10 yesterday. Greg Mdvor, Stockholm 


SE-Banken cuts Sampo holding 

Shares In Sampo feU 5 per cent yesterday after Sweden's 
Skancflnavtska Enskflda Banken cut Its stake in the Finnish 
insurer. SE-Banken said Its Trygg-Hansa non-life insurance 
subsidiary had cut its holding in Sampo from 72. per cent to 
2.4 per cent, yielding a SKrSOOm (*63.6m) capital gain. The 
holding was sold to Unsa, a Sampo affiliate, at FM255 a 
share. Unsa said the purchase increased its holding to 15.3 
per cent Sampo's shares, which had made strong recent 
gains amid speculation that the company might be a bid tar- 
get for SE-Banken, tumbled FM28 before recovering to dose 
at FM242. down FM13 on the day. Greg Mdvor 


Strong interest in Tabacalera 

The privatisation of up to 52.3 per cent of Spain's Tabacalera, 
the tobacco producer and distributor, bore all the hallmarks of 
success on only, its second day yesterday, -with bids from 
small investors outstripping those on offer. The state is sellng 
an initial stake of 46.92 per cent which may be extended to 
523 per cant if demand warrants. In late trading yesterday 
Tabacalera was up Ptal90, or 5.14 per cant, to Pta3,890. At 
Iffe price the initial offering by the state is worth about 
Pta338bn ($2.2bn). Reuters, Madrid 


SARAKREEK HOLDING N. V. 

Amsterdam 

Noooo b hereby given (bat the Annual General Meeting of Shareholder 
of S ai a tacek Bolding N.V. win be held on Tuesday April 28, 1998 at 
2_30 pjn. ri the RA1 Coogreactntnim. E m o papl e ta 8. 1078 GZ Amsterdam. 

ioc agenda tododcs. 

♦ Aanoal Report of (be BoczvJ of Mmngenra over 1997 

♦ Rw l dh t iin agqfthe 1997 Annual Report and Aocoma 

♦ Dae fair geof (be S np ent i sory Bond and Ibe Board of Mjna fl en ^m 

♦ Appointment to (be Board of Management 

♦ Installation of i Caaimhtee of Shareboltkra 

♦ Desig na tion of (be Board of M anagement as die authorised corporate 
body uivaohemissne shares and/or do limit or exclude priority rights 

♦ Authorisation of die Board of Management to acquire, on behalf of the 
Company, shares in Ibc Company 

♦ Miscellaneous 

The cmnpfcto agenda tor this meeting, as well as die 1997 Annual Report 
nd Aoctnots and i ufm moti on an die p iw pose d candidate for the Baud of 
Management one available aid am be obtained ac 

Ibe Company's bead office 

Amnetd am s e w nra iweg 41B. 3744 MA Baup. The Ncthcriands 


(be ABN AMRO Bank N.V., Herengradn 39 7. Amsterdam 

Tb be »Me» attend du meeting. Shandwldea mat deposit dteir abates at 
die offices of the abcwe-mentiODDd bank not bier than April 23. 1 998. The 
deposit receipt will trader entrance to das nvcdng. 


Amsterdam. April 10. 1998 


The Supervisory Board 


Q*SS 



LXrTOAMGLMaon 


European Investment Bank 

iOKW paraMOB with an asm noun 
LIT 09AM par UTBPOCWM. 

Hn rdw am lateral nmaa a t dns wfD be 
OdaWlAlSSB. 

I— allik 
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BANQU8BUUU5 


Quebec 


U A $500,000,000 

Floating Rate Notes, Series I N. 
Due 1999 

lhirraiit|rl()«^paitii i PpH etir» 

payment of pi hwIn Mli Md hmuB by 

PROVINCE DE QUfiBEC 
NOTICE S HHIEBY fflVHt (bar far 
Ibe Imam Period 13* April, 1998 
u I5di jtUf, 1998 the Uncne* me 
wfl be Ifittzn per mum. 

The lucre* prjobtc on 15* July, 
1998 S8&HS Guam No. 17 wtt be 
US S 14J0 per UA.S1 ,000 Note, OS. 
s 143.00 per US.S10.00I!) Note and 
US f 1,430.00 per US. S 100.000 
Note. 

tt Bank of Montreal 

■ COAttitpi 15 *ApdLI 9 W 


NOTICE OF INTEREST RATE 

To the Holden of 
Banco Central do Brasfl 
New Monday Bonds 
Due in 1999 

bt accordance with die provisions 
of the Bonds, notice is hereby 
given that (be above Bends will 
bear interest for the 183 day 
(metes Period from April 13. 
1998 to October IS. 1998 S a me 
per annum of 63%, as calculated 
in accordance with the terms of 
die above bonds. 

Banco central do brasil 
issuer 


PERSONAL 


PUBLIC SPEAKING 

Ifakwg and speech vnfinQ by 
aMEtottifcgqjaekK 


Kt (01727 861 133) 


IP. Morgan & Co. 
In co rp orat ed 
155300,000,000 
Subordinated Boating rate 
notes due April 2005 

Notke is hereby given that for 
the interest period 15 April 
1998 m 15 October 1998 the 


of 5.5375% per artnnm. Interest 
payable on 15 October 1998 
uBImoantto US$140.74 per 
US$5,000 note and US$3814,80 
per US$100,000 note. 

Agent: Morgan Guaranty 
Trust Company 

JPMorgan 


U.S. $250,000,000 
^ {Nat ion al 

Qncoipiii^tBd with ftrateri BabStyin the Stale ot Vicioria i AiKtmBa) 

Undated Subordinated Floating Rate Notes 

Notice Is hereby given That for the six months Interest Period 
ftomAmaiS. 1998 to October 15, 1998 the Notes wOf cany 
an Harass Rate of 533125% pa- arawn. The interest 
payable on the relevant interest payment dale, October 15 
199SwSbeU.S. 57.537.63 and U.S- $301.51 nssoectivdvfor 
Notes in denomination a ot U.S. S250300 and u,s. $ia,qoo. 

By: The Chase Manhattan Bank 
London, Agent Bank 

April 15, 1998 O CHASE 
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COMPANIES & FINANCE: ASIA-PACIFIC 


ig:!^..USTED^AR M OF CHINA TELEC OM UNVEILS ACQUISITION A S RESU LT S BEAT E XPECTATIONS 

CTHK poised for mainland cellular buy 


Byjbudse Lucas hi Hoctg Kong 

China Telecom (Hong Kong) 
the listed arm of China’s 
dominant telecoms operator 
is poised to acquire (me of 
the biggest cellular networks 

on the 

The company, announcing 
its first results since it listed 
in New York and Hong Kong 
last October, said yesterday 
its acquisition of the Jiangsu 
network was now awaiting 
regulatory and government 
approval 

Expectations of the asset 
injection - to be made by ha 


Parent, the Ministry ctf infor- 
mation Industry, which last 
month subsumed the Minis- 
try of Posts and Telecommu- 
nications - have pushed 
China Telecom's share price 
higher in recent weeks. 

The company beat market 
expectations and its own 
predictions with a profit of 
HK$4.63bn (TJS$S97m) for 
1907, up 10 per cent on the 
previous year's HK$4.2iba. 
The comparisons -are 
adjusted and not all account- 
ing changes have been, fully 
implemented, as the com- 
pany was listed for only two 


months before the year-end. 

Analysts said the result 
was hi gher than -forecast 
because of non-core items, 
including lower-than-expec- 
ted tax expenses. One of the 
biggest windfalls cam's from 
interest income, with pro- 
ceeds from the October flota- 
tion being banked when 
interest rates in. Hong Kong 
were at historical highs. 

Some analysts calculate 
this could have accounted 
for as much as HKfSOOm. 
CTHK kept 60 per cmt of its 
HKSftflbn proceeds in Hong 
Kang dollars, with the bal- 


ance split between- Chinese 
yuan *nri US dollars. 

The company now has two 
cellular networks, in Guang- 
dong and Zhejiang prov- 
inces, with a total of 3.4m 
subscribers at the end of 
1937 - an increase of 67 per 
cent on the previous year. 
Growth was higher in Zhe- 
jiang. where subscribers 
grew 90 per cent from a 
lower base. In the first quar- 
ter of this year, a further 
352,000 subscribers have 
been 

Jiangsu is expected to 
show equally strong growth 


Japan’s private 
railways signal 
danger ahead 

Government plans to transfer Y360bn debt 
are under attack, writes Bethan Hutton 


F or a company president, 
a share price at an 
all-time high is usually 
something to celebrate. But 
for three of Japan’s largest 
privatised companies, the 
stock market's enthusiasm 
comes at an awkward 
juncture. 

The trio of privatised rail- 
way companies listed on 
Tokyo stock exchange 
appear as beacons of hope in 
an otherwise despondent 
market. West Japan Rail- 
ways (JR West) set a new 
all-time high of Y492.000 last 
week. East Japan Railways 
is Y5.000 below its record 
high of Y 639.000, set on 
March 17, while Central 
Japan Railways yesterday 
revisited its record high erf 
Y440.000, seen on March 24. 

But fbe highs come after 
warnings from the compa- 
nies that government action 
could severely dent their 
profitability • and cripple 
future privatisations. 

Shojlro Nanya, president 
of JR West, and his counter- 
part at JR East, Masatake 
Matsuda, are lending a cam- 
paign to make the govern- 
ment abandon its old habit 
of treating Japanese compa- 
nies as an instrument of gov- 
ernment policy. 

Their immediate concern 
is over government plans for 
disposing of the mountain of 
debt left over from the prfvar 
tisation of Japan National 
Railway in 1987. JNR was 
split into six regional rail- 
way companies and one 
freight carrier, which took 
on Yl4£00bn (»l2bn) of debt 
between them. The remain- 


ing Y22,700hn of debt was 
entrusted to a new entity, 
JNR Settlement Corporation, 
along with assets inB-tiifFmg 
land and shares in the 
regional railways. 

The aim was few JNR Set- 
tlement to pay oft the debt 
over 10 years by selling land 
and sharps, and thnr\ wind 
itself up this year. In reality, 

due to Tnism»TiaggTn»tii t and 
the stock and property mar- 
ket crashes, the debt has 
grown to more than 
Y28,000bn. The government 
has been looking for ways to 
prevent all this falling on 
taxpayers, and earlier this 
year formulated a bill which 
would transfer a Y360bn por- 
tion of the debt, relating to 
pension liabilities for former 
JNR employees, to the seven 
privatised JR companies. 

The JR companies reacted 
with outrage. They argue 
that this would not only be a 
violation of the privatisation 
terms, but would deter 
investors from future Japa- 
nese privatisations. 

The bUl has not yet been 
put before- the Diet (parha- 
ment), ftnd the JR enmpnnlBB 
are still campaigning against 
it Unusually for Japan, they 
confronted file government 
publicly, r ather than lobby- 
led individual bureaucrats or 
politicians. • Mr Nanya 
accuses the government of 
"socialistic te ndencies", and 
he and Mr Matsuda have 
threatened legal action if the 
bfD is passed. 

One hope is that the gov- 
ernment may be too busy 
with economic measures to 
get to the JR bill during the 



Aiming to stay on tha rafla: r a aw o ys* profitably b th rea tened 


current Diet session, but Mr 
Nanya is not relaxing his 
guard. ' 

This week, he will visiting 
institutional investors 
around the UK. Overseas 
investors hold about 10.4 per 
cent of JR West's shares, but 
take a far more active inter- 
est in corporate af fair s than 
their Japanese counterparts. 
The JR companies hope pres- 
sure from overseas might 
help force the government to 
bade down - hut it may be 
difficult to arouse the share- 
holders when their invest- 
ments are doing so weH 

“It is rather unhelpful for 
their cause, because the gov- 
ernment can turn around 
and say that investors don’t 
seem to be bothered about 
it," says Richard Whitehurst, 
transport analyst- at United 
Bank of Switzerland in 
Tokyo. 

Mr Nanya is puzzled. “I 
think jt is correct to say that 
our share price has nothing 
to do with the business 
results we have reported, or 


our performance.'’ According 
to Mr Whitehurst, JR compa- 
nies are attractive in the 
current climate as they have 
the steady revenue of a util- 
ity, but with the promise of 
substantial c os t savings . as 
the top-heavy ranks of mid- 
dle-aged former JNR employ- 
ees reach ratirgmmt- 


M 


ore than 40 per emit of 
their employees are 
over 45, and the JR 
companies’ cost structures 
win be transformed as they 
retire and are replaced with 
cheaper, younger workers. 
The retirements will also 
provide an opportunity to 
cut overall staff numbers. 

Yet Mr Nanya and his col- 
leagues are not about to sub- 
mit gracefully: the issue is 
one of principle. "It has 
nothing to do with the 
amount erf money they have 
requested from us." be says. 
“What concerns us most is 
that if the government is 
willing to do this once, they 
could do it again.” 


STATE LOAN OFTHE KINGDOM OF HUNGARY 

TAper cent. (Now 2.75 per cent.) Sterfin* Bonds 1924 

Notice it hereby given flat* Draw** of Bonds of die «bwe lorn tookptaoe on VdiAptfl, 1998 onmdedbrAleiaaderCP.WUs,Noa (7 Public flrSaliciJOT, 
th<- fonfYtytnghonrf*. which h«gg bcm Maemed to the 1968 Offa-wcnc drawn for rerferyprinri at 110% on 1st May, 199 8. feorawfajeh date all tan-cat 


10 BONDS OF £1,000 NOMINAL CAPITAL EACH 
Number* 50001 50047 50060 50192 50349 

50518 

50521 

50663 

50678 

50747 






44 BONDS OF £500 NOMINAL CAPITAL EACH 
Number* 51020 5J024 31185 51237 

51941 51961 51964 52035 52145 52160 

52695 52729 52758 53000 53001 53128 

51261 

52181 

53233 

■ 51386 
52184 
53248 

51480 

52255 

53258 

5J517 

52292 

53270 

51687 

52296 

53321 

51688 

52348 

53327 

51699 

52385 

51810 

52570 

51821 

52618 

51834 

52670 

51866 

52693 


MWm 54069 541 10 54113 54153 54174 

54531 54536 54563 54652 54672 54696 54714 

55548 55626 55690 55694 55788 55797 55830 

56689 ■ 56798 56893 56895 56905 56928 56958 

57592 57597 57598 57665 58306 58327 58379 

59331 59387 59395 59398 59438 59495 59563 

59944 60036 60037 60046 60106 60123 60180 

60552 60566 60587 60591 60598 60615 60622 

61485 61549 61560 61575 61781 61845 61855 

62303 624*7 62983 62993 63001 63106 63214 

63795 63<>50 64018 64020 64044 64046 64071 

64810 64819 64851 648JM 64883 64972 64W2 

65467 65501 65557 65572 65705 66076 66090 

67572 67647 67680 68284 68308 68435 68472 

68882 68933 68939 69021 69064 69078 69138 

69781 69858 69908 69917 69946 69977 70013 

70312 70327 70355 70373 70402 70407 70418 

™0» 71099 71107 71115 71266 71294 71332 

71884 71993 71996 72000 72015 72062 72102 

72754 72795 72797 72895 75728 73761 73762 

74021 74122 74139 74146 74IS4 74167 74227 

SJ08 74611 74630 74652 74748 74765 74769 


54219 

54757, 

56243 

57101 

58384. 

59591 

60230 

60669 

61860 

63241 

64178 

63015 

66206 

68665 

69339 

70019 

70450 

71360 

72124 

73781 

74398 

74800 


54257 

54826 

56273 

57123 

58591 

59634 

60298 

60733 

61868 

63260 

64203 

63044. 

66412 

68676 

69403 

70099 

70540 

71370 

72352 

73877 

74405 

74891 


54343 
54828 
56441 
57151 
58701 
59639 
60302 
60743 
61879 
63371 
64252 
6510 7 
66441 
68716 
69420 
70104 
70562 
71493 
72384 
73879 
74410 
74904 


54355 

54834 

56478 

57267 

58776 

59642 

60340 

60786 

61881 

63398 

64280 

65112 

66492 

68755 

69468 

70146 

70712 

71534 

72402 

73887 

74411 

74914 


54379 

54913 

56488 

57282 

58964 

59689 

60369 

60805 

61919 

63453 

64437 

65117 

66633 

68766 

6947J 

70205 

70794 

71548 

72424 

73901 

74418 

74919 


54402 

54916 

56536 

57370 

59149 

59846 

60444 

60829 

62015 

63509 

64449 

65251 

66679 

68774 

69483 

70222 

70837 

71554 

72471 

73945 

74419 

75016 


544S8 

54921 

56575 

5742* 

59216 

59879 

60445 

60956 

62027 

63536 

64525 

65274 

66681 

68782 

69490 

70278 

70845 

71609 

72540 

73958 

74523 

75036 
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55490 

56604 

57428 

59247 

59882 

60465 

60977 

62051 

63548 

64701 

65297 

66955 

68608 

69516 

70289 

70873 

71621 

72603 

73975 

74549 

75102 


54490 

55521 

56636 

57444 

59272 

5992! 

60488 

61104 

62192 

63605 

64708 

65334 

66997 

68815 

69714 

70302 

70878 

71663 

72647 

73977 

74566 


54500 

55533 

56644 

57579 

59303 

59941 

60541 

61267 

62295 

63787 

64805 

65377 

67107 

68873 

69715 

70307 

70900 

71687 

72664 

74005 

74602 
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BQSS LONDON COUNTER SERVICES 
8 Asad Camt/Tta'BgnwTtaa Street, Leaden EC2R7HT 


^NATIONAL 

Abdij Nationaal First Capital B. V. 


U.S. $100,000,000 

Su bordinated Guaranteed 

f faurng Rate Notes Due ZQ 03 - ■ 
r- v .■ puri-j ]4 th April 1998 to 14* October; 1998, 

& *- "“arums 

US.$100i000Nae,U5.$2^Z7.6O,papNco n HAOnBtaiiwB- 
Usai eadrte^SMcfc C-Iain- 


Bankers Trust 
Company, London 


Agent Bank 


PUTNAM EMERGING INFORMATION SCIENCES TRUST 

S6cMferfl re M tt B OT B tf *0wMlMrtto 
47 Bodward Royd. L-24-48 Luxembourg 
RC. Luranboug B 2258 

NOTICE OF HEETMG 

D*ar Shareholder, 

We law tfu pleasure of imping you to earns the Arowl General MHfrn of 
s lBustB Mnra. which w« beheld on Apfl 24, T998sffl00 fart. M Be reflBfcradrficB 
of Sure 8nset Bank Luantaiig SA, 47 Bouleml Roml LnS448 LMmboorD, 
wGhAe Mowing agenda: 

AGENDA 

1 PnMrtadoridHarepomaftheBaadefDkBcaoBardatltieAufior. 

Z Approval of Via Mow sheet praBl end Ion recourses erf Derentfw 31. 1807 
HMedretal or aw net prate. 

3. Dfadrege to to goofed te Via Oraeiore and to the Aufk* lor tin year ewlad 
. DMemb6r3l > 1997. 

4. iwta on tteelaclion of Direetm and ihfAuitortwthe ensure *set 

1 Any odnrbuafaeeevrfadimBy be property brovgtt before Bw mealing. 

IUb gMifewidBa are adrfcad that noquotun tor die Rem of ihe sgamjals reqUred, 
wd B«a *e deddena wB be taken « fra majority wate of toe rtiw prawn or 
l a une anfedatSfe M sal ln Q. Eachreanf sawBedloonenag. Aaft aw hoMar meyaa 
aanyll fe^ 9yPM*y ™ rfaBnsare »afa MnonwquBBta!toewghferadeaBe 
or The fund. 

BywderoftheBofedofDwctore 
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- it is China's third biggest 
cellular market, with 980,000 
subscribers. However, its 
potential is for greater - 
penetration is just L2 per 
cent, or one-third erf the level 
in Guangdong province, and 
the population is relatively 
w ealthy. 

CTHK will use internal 
resources to fund the 
Jiangsu network, which is 
estimated to cost between 
OS$2bn and US$4bn. The 
group has net cash of 
Yn35bn (US$42bn), but has 
also pledged to increase capi- 
tal expenditure to expand 


and modernise existing net- 
works. 

Shi Cui-ming, chairman of 
CTHK, said the group would 
spend Ynll.3bn on invest- 
ments this year. "We will 
increase our Investment in 
advanced technology, 
enhance our manage- 
ment . . . and enhance our 
customer services to secure 

a competitive advantage." 

Earnings per share for 
1997 were 49 HK cents, 
against a forecast at the time 
of the IPO of 43 cents. The 
company said it would not 
pay a dividend. 


Hussain to give 
Sime details 


By SheBa McNulty In Kuala 
Lurapur and agencies 

Rasbid Hussain, one of 
Malaysia’s most powerful 
bankers, who has taken con- 
trol of Sime Bank, the 

Malay sian flnanrfal institu- 
tion most affected by the 
regional crisis, is to 
announce by Friday details 
of how he wfil finance the 
bank purchase. 

Although analysts wonder 
why Mr Hussain decided to 
take on Sime Bank, they are 
sure he must have found a 
way to turn the purchase to 
his advantage. 

Mr Hussain took over the 
management of simp Rank 
last Friday, and plans to 
merge it with his RHB Bank. 

Last month Sime Bank 
reported a pre-tax loss of 
M$L8ibn (US$495m) for the 
six months to December 31 
1997. 

Bank Negara, the central 
bank, revealed Sime Bank 
needed M|L2bn to meet capi- 
tal requirements. 

The losses were so consid- 
erable that the authorities 
said they would investigate 
the cause- 

News that Mr Hussain had 
been given a four-day exten- 
sion, until Friday, to make 
an announcement on the 
funding arrangements for 
the Sime purchase pushed 
market sentiment down 
yesterday. 


"People are afraid that 
Some thing is amiss in this 
deal" said one' trader. 

The Kuala Lumpur Stock 
Exchange said approval for 
the extension was granted 
because details of the 
funding were not yet 
complete. 

Mr Hussain, who had been 
in negotiations to purchase 
another institution. Bank of 
Commerce, agreed to pay 
M$8524m for Sime Bank. 

In a country where there 
is a symbiotic relationship 
between business and poli- 
tics, some analysts suggest 
he wants to placate the 
authorities after allegedly 
foiling out of favour with Dr 
Mahathir Mohamad, the 
prime minister. 

Others suspect be is doing 
the “national service" 
Malaysian leaders require of 
successful corporate figures 
and in return they will 
provide assistance to help 
with the purchase, perhaps 
via the national pension 
fund. 

Mr Hussain has indicated 
the buy-out is simply busi- 
ness as usual for the group: 
“It is my job to protect 
shareholders’ interests. If, in 
the process, I do national 
service, then that is fine." 

On Friday, he named 
Yvonne Chia. chief executive 
of rhb Bank, as chief execu- 
tive of Sime Bank, with 
immediate effect. 


Balrampur to 
buy rival in 
Rsl95m deal 


By Kunl Bose 
in Calcutta 


Balrampur Chtni Mills, 
India's largest and most 
profitable sugar group, is to 
acquire Tulsipur Sugar, pay- 
ing Rsl95m (Cm) for a 71 per 
cent stake in its rival 

Balrampur intends to 
increase Tulsipur’s cane- 
ernshing capacity to 
strengthen its own position 
in the market. 

"As we acquire the 51 per 
cent holding of the promot- 
ers of Tulsipur. we wifi he 
making an open offer for an 
additional 20 per cent capital 
of the company. At Rs50 a 
share the cost of acquisition 
of 71 per cent of Tulsipur 
will be Rsl95m. The pay- 
ment for the acquisition is to 
be martp from Balrampur ‘s 
reserves of over Rslhn," said 
Mr Vivek Saraogi, managing 
director of Balrampur. 

Om Dhanuka, analyst at 
Indian Sugar Mills Associa- 
tion, said: “Since the Tulsi- 
pur factory Is in close prox- 
imity to the two units of 
Balrampur in Uttar Pradesh, 
the country’s largest cane- 
growing state, the acquisi- 
tion will yield considerable 
synergistic benefits. 

“The management will be 
able to distribute the crop in 
the area among the three 


factories in such a way as to 
ensure the completion of 
crushing of cane between 
November and March when 
the yield of sugar from cane 
is the highest." 

Industry officials say that 
since Balrampur, unlike 
most sugar groups, settles 
cane bills quickly, fanners 
around the Tulsipur factory 
will have an incentive to 
bring more land under the 
crop. 

"We are not acquiring Tul- 
sipur to run it at the present 
daily cane-crushing capacity 
of 2,500 tonnes. Once we are 
in the saddle, we will double 
the factory’s capacity in the 
first phase of expansion. The 
expansion will be funded by 
debts and there will be no 
dilution of equity." said Mr 
Saraogi 

Balrampur has a daily 
cane-crushing capacity of 
16,000 tonnes. 

Mr Dhanuka said: “It will 
not be long before Tulsipur 
is merged with Balrampur. 
This will add to shareholder 
value. Tulsipur is a profit- 
able group with practically 
no debts. Building a green- 
field factory of the size of 
Tulsipur will cost over 
Rs550m. And getting a 
licence from the government 
for a new sugar unit is 
highly time-consuming." 


Ten Network surges 


By Mark Mulfigaii in Sydney 

Shares in Ten Network 
Holdings, a new holding 
company for one of Austra- 
lia’s three main commercial 
television stations, yesterday 
rose surged 18 per cent on 
their first day of tr ading on 
the Australian Stock 
Exchange. 

The shares finished 39 
cents ahead of the issue 
price, at AJ2.54, valuing Ten 
Network at about A$2-36bn 
<US$L55bn). The rise came 
amid a record day on the 
ASX, with the main index 
dosing op 35.1 points higher 
at 2340.9. 


Ten Network is the former 
Telecasters North Queens- 
land, a longstanding Ten 
Group shareholder which 
was restructured partly as a 
vehicle to Boat 2742m shares 
held by CanWest Global 
Communications, the Cana- 
dian media group. CanWest 
was forced to offload more 
than half its 33.75 per cent 
stake after it contravened 
Australia's tough rules on 
foreign ownership of media. 

Yesterday's debut followed 
healthy retail and institu- 
tional interest in the shares 
which analysts said were the 
only pure commercial TV 
play in the country. 


Unique in 

A more ways than one 





Akbank again posted the highest earnings of any bank 
in Turkey in 1997. 

But dut is nothing new. Akbank has long ranked as the most profitable 
financial institution in Turkey. More significant is the low-risk, stable nature 
of growth. The increase in placements volume was accomplished without 
sacrificing asset quality, making Akbank not just one of the fastest growing 
banks in Turkey but the strongest financially. 

The essential soundness of Akbank derives from a philosophy of prudence, 
high ethical standards and fuD disclosure. Moody’s and Duff & Phelps assigned 
Akbank the highest ratings of any Turkish institution in 1997, attesting to 
its excellent short and long term prospects. Akbank's reputation enabled it to 
obtain the lowest pricing of any Turkish institution in the international 
syndication market during the year. 

Growth at Akbank is technology-driven and customer-focused. Akbank is 
the only bank in Turkey to make comprehensive home and office banking 
services accessible over screen telephones, personal comparers and television 
in a complete transactional mode, including electronic fund transfers. 

By investing in die future, Akbank is serving more customers more effectively 
than ever before. And that, in the final analysis is the source of our strength. 
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COMPANIES & FINANCE : UK 

CHEMICALS MANAGEMENT BUY-OUT OF BELGIUM-BASED BUSINESS ALL OWS IT TO CONCENTRATE ON SPECIALITY ACTIVITIES 

Inspec sefis commodity side for £84m 


FINANCIAL TIMES WEDNESDAY APRIL 1 5 1998 
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By Roger Taylor 

James RatclLffe, managing 
director of Inspec Group. is 
leading an E84m (S140m) 
management buy-out of the 
chemical company’s com- 
modity business. 

The deal will leave him 

with more than 30 per cent 

of Ineos. a new company 
formed to buy the Antwerp- 
based operations. 

The deal is Mr Ratcliffe’s 
second leveraged manage- 
ment takeover. He also owns 


about 4 per cent of Inspec, 
which he acquired in 1992 
when the group was formed 
from a management buy-in 
of British Petroleum's speci- 
ality chemicals arm. 

He is now buying-out the 
eLhylene oxide and glycol 
business which Inspec 
bought from British Petro- 
leum in 1995. Inspec bought 
the business because it sup- 
plied raw materials to its 
specialities operation. 

However, ethylene oxide 
and glycol are commodity 


chemicals which suffer from 
cyclical swings in price and 
profitability and do not sit 
well with Inspec 's other 
more specialised products in 
areas such as agrochemicals, 
lubricants and fragrances. 

John Hollowood, chairman 
of Inspec, said the sale 
would allow the company to 
focus on its speciality busi- 
nesses and added that this 
should promote a re-rating 
of the shares. Investors .tend 
to give lower ratings to com- 
modity businesses than to 


higher margin and more sta- 
ble speciality businesses. 

His view was confirmed by 
a 34*/sp jump in Lnspec's 
share price to 277p. 

Analysts welcomed the 
move, even though the sale 
would dilate earnings. Mer- 
rill Lynch, the US Invest- 
ment bank, upgraded its 
recommendation to a buy 
and said Inspec was seEUng 
just as prices of ethylene 
oxide and glycol were 
starting to fall. 

Mr Hollowood said last 


year had seen near peak 
operating profits of £L3m on 
sales of £92m and the second 
quarter of 1998 was proving 
less profitable than the first 
At the low points in the 
cycle, the business only just 
broke even, he added. 

The buy-out is backed by 
Murray Johnstone, the Scot- 
tish investment house, 
which Is putting In £M)m for 
a minority equity stake. 
Management Is investing 
£L5m for a majority holding. 
The re maining funds will 


ABF warning on strong pound 


By Jonathan Ford 

Associated British Foods 
warned yesterday that prof- 
its were likely to fall this 
year because of the strength 
of sterling, which has 
squeezed sales and margins 
at Its British Sugar arm. 

ABF issued the warning as 
it reported an £8m fall in 
pre-tax profits to £183m 
(S306m) for the six months to 
February 28. The group said 
the strength of sterling bad 
reduced profits by about 
fwm - £l5m attributable to 
British Sugar. Sales - on 
continuing activities - were 5 
per cent lower at £1.97 bn. 

The results were below 
analysts' forecasts and the 
shares fell 28'/ip to 597'Ap. 
Analysts cut full-year fore- 
casts from about £435m to 
£400m-£430m. 

‘'Clearly, we are not very 
pleased with these figures,” 
said Garry Weston, chair- 
man. “But if you added back 
the £22m that we lost due to 
currency fluctuations in the 
first half, I think it would 
have been a quite respect- 
able performance.” 


RESULTS 


Operating profits at Brit- 
ish Sugar fell £ilm to £73m. 
ABF said it had experienced 
strong competition in the 
UK market as well as tough 
conditions in its Polish and 
Chinese operations. 

Mr Weston said British 
Sugar had worked hard to 
improve productivity only to 
see the gains eroded by the 
currency factor. 

Sterling's strength also hit 
the group's animal Feeds 
division, where sales and 
profits fell in spite of being 
adversely affected last time 
by the BSE crisis. 

Mr Weston also signalled 
that ABF would not be 
rushed Into spending its 
£1.5bn cash pile while valua- 
tions in the food industry 
remained as High as at pres- 
ent ABF made £S3m on its 
Cash HaTfinrac in the hnlf , up 
from £22m last year. 

“I am not happy to sit on 
this cash for ever, but our- 
philosophy is that unless we 
can do something that 
makes commercial and 
financial sense, we would 
rather not take risks for the 
sake of size,” he said. 


IMB 

pnBem 



ABF has been seeking 
acquisitions since selling its 
Irish supermarkets business 
last March for £640m. Mr 
Weston then indicated that 
ABF was prepared to spend 
up to £3bn on the right 
deal 

However, in spite of a 
number of opportunities last 
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Financial Times Seminar 

Exploring IT For 
Business Benefit 





SEMINAR: 

The countdown to the Year 2000 
May 6, 1998 


The much talked about ‘Millennium Bomb' is a reality for almost 
every company and is an issue which, inevitably, has gloomy 
associations. The seminar on May 6, will explore the positive actions 
companies can implement to reduce the impact of the problem. 

The seminar will take the format of short presentations followed by an 
open forum chaired by Paul Taylor, Financial Times FT Correspondent. 
Guest speakers wilt include: 

Robin Guenier, Executive Director of Taskforce 2000, and 
Philip Collings, Director of the Rail Millennium Programme Office. 

Commencing with breakfast at 08.00 am and running for 
approximately 2 hours, the seminar will be held at Financial Times, 
One Southwark Bridge, London SE1 9HL. 

Cost: £50. 

To reserve your place at this event, please contact: 

Sarah Jezzard on either: 

Tel: (44) (0)171 873 4816 Fax: (44) (0)171 873 3595 
or email: sarah.jezzard@ft.com 


in association with 

Microsoft 

FINANCIAL TIMES 

No FT, no comment. 


SB optimistic 
after merger 
breakdown 


Garry Weston: not happy to sit on Cl 5bn cash for ever Coin Boors 


year. Including the sale of 
Dalgety’s ingredients divi- 
sion, ABF has failed to make 
any substantial moves. 

“The market is high and is 
getting higher.” said Mr 
Weston. “Historically, it 
comes back and companies 
that have amalgamated hive 
off major divisions.” 


By Tnwy Corrigan in New York 
and Daniel (keen in London . 

SmithKllne Beecham, the 
UK drugs company, yester- 
day set out to rebuild Inves- 
tor confidence in its pros- 
pects as an independent 
company, following the col- 
lapse of merger talks with 
rival Glaxo Wellcome two 
months ago. 

Jean-Pi erre Gamier, SKB’s 
chief operating officer, said 
the company's pipeline of 
drugs and vaccines would 
“translate into sustained 
growth well Into the next 
millennium". 

Dr Gamier said that in the 
longer term, rapid advances 
in molecular biology offered 
“unprecedented drug-discov- 
ery opportunities". 

Asked about the failed 
Glaxo deal, he said: “We 
have looked [at deals] in the 
past and will look in the 
future.” But ha insisited: 
“We don't need any help.” 

Among SmithKhne prod- 
ucts currently moving 
through clinical trials are 
Avandia, for the treatment 
of type 2 diabetes, which has 
progressed to phase ID trial 
Regulatory applications for 
Avandia are expected to be 
filed in the US and Europe 
within 12 months. 

Hie drug would compete 
with troghtazone, sold In the 


US by Warner Lambert and 
for which Glaxo has the 
European marketing rights. 
However, troglitazone has 
been associated with liver 
damage and Glaxo, has with- 
drawn it in Europe. 

SmithKUne . also high- 
lighted Idoxiseae, a selective 
oestrogen-receptor modula- 
tor In phase in trial for the 
prevention of osteoporosis 
and phase H for advanced 
breast cancer. 

Ariflo is a new asthma 
drug which, blocks an 
enzyme involved in airway 
inflammation and is in 
phase n trials. Also in phase 
n trial is an antibiotic for 
respiratory tract infections. 

In preliminary trials, trani- 
last. a treatment to prevent 
coronary arteries narrowing 
after surgery to widen them, 
has been associated with a 
reduction cf narrowing of up 
to 67 per cent 

The company also told 
analysts that its productivity 
in research and development 
has improved substantially. 
“SB's stated goal has been to 
shorten the time required to 
take a compound from dis- 
covery to regulatory submis- 
sion to 2j000 days on average 
by the year 2000, down, from 
3.600 days in 1991” said 
David. C’Erltchard, chair- 
man, research and develop- < 

Tnpnt 


SFO examines 
Azlan accounts 


By Susanna Voyte 

The Serious Fraud Office is 
investigating suspected 
offences of false accounting 
at Azlan, the computer prod- 
ucts distributor. 

The probe relates to the 
suspension of Aslan's shares 
in June last year. The SFO 
said yesterday It was work- 
ing with the fraud squad of 
North Yorkshire Police, In 
whose area Azlan has its 
main warehouse. The inves- 
tigation. understood to be 
focused on stock move- 
ments, is looking at the 
financial year ending April 5 
1997. 

Azlan. based in Woking- 
ham, Berkshire, has shake*! 
up ILs management and 
launched a rehabilitation 
programme. Yesterday it 
said the new management 
was helping the SFO with Its 
Inquiries. 

Azlan shares were 
suspended at 555p (KL34) last 
year after accountants were 

Clear 
lobbies 
against bid 
for More 

By Andrew Edgecfifle-Joftason 

Clear Channel Commun- 
ications yesterday began lob- 
bying against Decaux’s pro- 
posed £475m (5793m) take- 
over of More, Clear 
Channel's UK biHbaaril and 
bus-shelter advertising rival. 
Last month Decaux, the 
French group, trumped Clear 
Channel's £446m agreed offer 
for More Group. 

Lobbyists for Clear Chan- 
nel - the US radio, television 
, and advertising group » 
have written to about 20 
MPs arguing that a Decaux 
takeover would leave local 
authorities faring a virtual 
monopoly supplier. 

The letters, which appear 

to confirm that Clear Chan- 
nel has not given op its pur- 
suit of More, also refer to the 
1992 conviction of Jean- 
Claude Decaux, founder of 
Decaux’s parent company. 

The OFT will make its 
recommendations on April 
30. 


called in to investigate 
“unresolved accounting 
issues”. The shares - floated 
at 230p In 1993 - relisted at 
37p. They fell 7V*p to SOp yes- 
terday. 

Peter Bertram, Az Ian’s 
finance director who joined 
the group last spring, replac- 
ing Adrian Lamb, said he 
would be meeting the SFO in 
the next couple of days. 
The company has already 
had its own forensic review 
into what went on, so that 
gives them a good start," Mr 
Bertram said. "This is a his- 
toric investigation into what 
happened over a year ago. 
As a company we are now 
moving forwards.” 

The group's problems first 
came to light in a failed 
rights issue last June - 
launched for the purchase of 
Akam. its training division. : 
SBC Warburg, its broker, 
suffered a papa: loss of more ! 
than El Jim after the rights 
issue, unveiled while tbe 
shares were at 720p. 


BG 


a in an 


come from bank facilities 
and a high-yield bond 
arranged by Bankers Trust, 
targeted to raise DMi90m 
(5104m). 

Murray Johnstone said the 
business generated strong 
cash flow even when profits 
were weak. The company 
would seek to expand in spe- 
ciality chemicals before 
seeking a trade sale or flota- 
tion in about five years, by 
which time prices far ethyl- 
ene oxide and glycol should 
have recovered. 




Has BG lost its place m the - - .- : oj ^ 

sun? The compan y' stor med British Gas . - _• ... 
to the top Of the FTSE 100. *£}*£****.**: V - 

leag ue table last year, but in ... - 

the past three months its «o ^ r 

shares have underperformed , . , 

by 19 per cent Profit taking Wfa 

has no doubt played a part in- ; ) ^1 ■ ' \ 

this, as has this quarter’s 

■mild weather, despite the . .. J \Ji 

freak storms that lashed the • f .1 v 

co untry over the week-end. la • ' ' " 

The. fall In the oil price has kjW • 

also dented confidence, j \ 

although BG's exposure to oil V j 

production is relatively ■ m i ,. , - i . — 

small. The market also seems . j m .iaas: ; 

to be teifing a dim view of auw ji iit — i*v 
the next item of news: the , ' • 

inland revenue's review on oil taxation, due later ; this 
month. Whether the government bumps up corporation tax 
on upstream activities or widens the net of the petrol tax to 
include newer fields, BG wffl be hit. Estimates of bow itwffl 
affect the asset base of BG's exploration and production arm 
vary, but it seems unlikely it will justify more than Up off 

BG's shares. ... 

Yet they are now trading at a near 10 per cent discount .to 
a "sum of the parts" valuation, whereas many utilities trade 
at a premium. Throw in the hope of a further buy-back, and 
they look even lower. The company may feel coy at handing 
another £lbn or more to shareholders so soon after last 
year’s bumper buy-back, so it may choose to wait until next 
year before making its move. This may leave the shares in 
limbo. But if they continue to drift downwards, say to the 
250p mark, they will look cheap indeed. 

Aided Domecq 

Renewed speculation of bidders circling parts of Alli ed 
Domecq will do its recently buoyant share price no harm at 
nu But even if financially sound offers materialised, they 
would need to be hi gher than tbe rumoured £3bn for tin 
retail arm »nd £4bn far .spirits. Allied's current market value 
is £6-6hn and It has about £lbn net debt Bidders would need 
not only to ta ke on a chunk of the borrowings but also to 
offer enough to cover tax and advisory fees. 

While Allied acknowledges there is much spirits industry 
chat about alliances, it insists that none of this has 
amounted to a serious approach. An offer for either , part of 
its empire looks to be just as much a bird in the bush as a 
spirits J oint venture with the likes of Seagram or Pernod 
Ricard. 
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By Cathy Newraaa 

Telewest Communications, 
the UK's . second biggest 
cable company, is expected 
to delay making a formal 
offer for General Cable, the 
fifth largest, so as to finalise 
details. 

Telewest announced at the 
end of last month that it was 
in advanced t alks to buy 
General Cable for £6 66m 
($Llbn). and indicated it was 
hkely to announce a formal 
Intention to bid at the latest 
by today. 

Gdnfirale des Eaox of 
France, General Cable's larg- 
est shareholder, agreed to 
sell its 40 per cent stake If 
the offer was made before 
April 15, or if a late r date 
was agreed. Telewest is now 
thought likely to extend the 
deadline because of the com- 
plexities of the deal. 

Telewesfs deal would top 
last month's £550m offer 
from NTL, the UK's third 
biggest cable group. Sepa- 
rately, NTL and Telewest are 
still officially in merger teivc 
with each other. 

Telewest is also in the pro- 
cess of exercising pre-emp- 
tive rights over two cable 
franchises controlled by 
Comcast, the cable operator 
which NTL has bid for. 

If the Comcast and Gen- 
eral Cable deals went ahead 
Telewest would overtake 
Cable & Wireless Communi- 
cations as the largest UK 
cable operator. 


By Roger Taylor 

Croda. International, the 
chemicals' grotto- has sold* its 
! industrial paints business 
| for £28m ($47m) to Ameron 
International of the US. 

The disposal is the latest 
move in its strategy to focus 
on oleo chemicals - plant 
and animal fats used In per- 
sonal care products and cos- 
metics. The shares rose 3p to 
41Sp. 

Tbe industrial paints busi- 
ness has operations in the 
UK, Australia and New Zea- 
land and made operating 
profits of £2. 9m on sales of 
£5£L2m in 1997. Los Angeles- 
based Ameron is acquiring 
assets worth £27m» . and 
Croda is keeping a further 
£4m of assets relating to the 
business which it expects to 
realise this year. 

Croda .is now left with 
only one " remaining paints 
operation - its joint venture 
with Herberts, part of 
Hoecbst of Germany, which 
is based In Australia and 
makes auto-reflnlsh paints. 
Keith Hopkins, ch ief execu- 
tive of Croda, said the com- 
pany was in discussions 
with Herberts about selling 
Its stake. Analysts expect 
the sale to raise about £5m. 

Croda is also planning to 
sell its small Dutch soaps 
business as the final step in 
the group's restructuring. ! 

Mr Hopkins said that the 
disposals would reduce gear- 
ing to about 50 per cent. 



HIGHLIGHTS 

FROM THE 1997 REPORT & ACCOUNTS 

* Record profit before tax of £66.2m, up 16% 

sk Operating margins increased by 21 % 

H* Normalised earnings per share up 15% 

$ 22% return on Shareholders’ Funds 

vita International leaders in the production of specialised 
polymer, fibre and fabric components ... serving the ■ 
furnishing, transportation, apparel, packaging ; engineering 
▼ and industrial markets throughout the world. 

AQM to be held Zaopm today at 

BRITISH VITA PLC, MIDDLETON, MANCHESTER M24 2D8. 

Telephone: 0161-643 1133. Rax: 0161-653 541 1 . 

Copies of ihe Annual Report can be obtained from the Comply Secretaiy 
or viewed can I^y/v«iw.viia.ca l d { /v&a 
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A man with no 
money of his own 

g “'dSn'S 


MANAGEMENT & TECHNOLOGY 


Sultoan Olayan Hfcre 
( ~ to crack jokes. But 
when the Saudi 
financier says he has no 
money, he means it. 
Although he has a personal 
fortune of more than $3^ 
CSLThn), he keeps his wealth 
in his company and adopts a 
spartan lifestyle. 

His only need is to prove 
he stffl has his investment 
touch. “I look at money as I 
looked at my grades in 
school, as a measure of the 
accuracy of my d ecisions. " 
says Mr Olayan. 

His Investment choices 
earn top marks in the finan- 
cial circles of London and 
New York. Defying jhe ste- 
reotypes of rich Arab busi- 
nessmen, Mr Olayan h»« 
turned his individual emp ire 
into a sophisticated Institu- 
tional i n ves t or welcomed by 
blue-chip companies. 

His name rarely appears in 
the press - he Ktes it that 
way. But when it does, it is 
usually in connection with a 
stake his Olayan Group has 
acquired in narnwg such as 
JJ 5 . Morgan, Transamerlca, 
National Grid and Occiden- 
tal Petroleum. 

Mr Olayan accumulated 
bank shares in the US in the 
early 1990s when toe market 
was down on the sector; in 
more recent years he has 
been buying .in Europe, 
where he expects a similar 
wave of restructuring and 
consolidation. His passion 
for hank stocks is driven by 
the simplicity of the underly- 


“Ifs obscene, the way we 
made money on Credit Sm- 
sse.” says Mr Olayan with a 
grin- Of his investment deci- 
sions generally, he says: 
“You cannot totally discount 
hick. But I just have the feel- 
ing of investing.’* 

Driven by an Tnteiiecfaiai 
chaTTenge to prove an 
Arab businessman be as 
savvy and professional as 
any investment guru, Mr 
Olayan is a long-term inves- 
tor who buys minority 
stakes in undervalued busi- 
nesses where he a d mira l the 
management. Once be sets 
eyes on a company, he 
becomes passionate about it 
- and willing to gamble. He 
often kee p s buying, leverag- 
ing his position through cre- 
ative financial engineering 
to maximise returns. 

He speaks admiringly of 
Warren Buffett, whom he 
refers to as the “godfather of 
investing"; however. Mr 
Olayan braton*: to add that 
his own company’s retnn> 
on investment has, during 

‘It is obscene, 
the way we 
made money on 
Credit Suisse’ 


wave of restructuring and the past 13 years, been mar- 
consolidation. His passion gtnally better than Mr Buf- 
fer hank stocks is driven by fetfa Berkshire Hathaway. It 
the simplicity of the underly- is hard for outsiders to 
ing business. “Banks have judge. Many of his invest- 
money, they lend it and get merits have not been shining 
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it back and then lend it 
again." he says. 

His most recent coup is 
the result of last year's 
build-up of a 5 per cent stake 
in Credit Suisse, Switzer- 
land's second biggest hank 
Mr Olayan had been a long- 
time customer and in 1988 he 
helped provide bridge financ- 
ing to facilitate toe merger 
of First Boston with Credit 
Suisse First Boston. The 
share price is up nearly 90 
per cent since September. 


successes and some, such as 
his s take in Chasp Manhat- 
tan in the late 1980s, seemed 
a disaster. But Mr Olayan 
can afford to wait; he stuck 
with Chase, as he does with 
many other stocks, and the 
price has since picked up. 

There have been bad deals 
in hl« gamti businesses. One 
of Mr Olayan’s companies 
introduced the Hertz car 
rental franchise to Saudi 
Arabia in the early 1990s, 
but the m a rket was already 


mature. After much disap- 
pointment, -the company is 
taking steps to get rid of the 
business. 

Mr Olayan’s rise is not the 
classic tale of Saudi riches, 
where royal connections 
paved the way to extrava- 
gant wealth. The son of a 
well-off spice merchant, he 

was born In 1920 in the 

north-western province of 
Qassim, now better known 
as toe homo of Islamic fun- 
damentalists. It was not 
until 19 years later that 
Abdel Aziz ibn Rahman A1 
Saud combined his con- 
quests and declared himself 
king of Saadi Arabia. 

When Mr Olayan was 
growing up, there were no 
• high schools in the King- 
dom. so he was sent to study 

in neighbouring ’Rnhrarn 

Back in Saudi Arabia he 
worked for Aramco, toe 
Arabian-Amerlcan oil com- 
pany, as a trade di« p«tr>w»r 
before being given responsi- 
bility to ran the sto re ro o m. 
He toon worked as a transla- 
tor. “The storeroom was my 
u niversity, " he says. *7 had 
850,000 items and I could 
remember each and every 
one of them and where they 
were located." 

An excellent m m rt n ry and 
insatiable curiosity are cited 
by associates as sane of his 
biggest assets. His penchant 
for risk-taking was evident 
at an early age, when he 
mortgaged his house to start 

Tik riBPii f-rmtrar-trng business 
in 1947. 

Soon after his start in 
business, Mr Olayan wan a 
subcontract from Bechtel as 
port of the construction of 
the Trans- Arabian Pipeline, 
which WnfcpH the ofl fields in 
eastern Saudi Arabia to a 
terminal in south Lebanon. 

He maintained the contact 
with Bechtel, eventually set- 
ting up a joint venture with 
toe US company. It is one of 
his 40 businesses in the 
Kingdom, including a large 
food and distribution com- 
pany with licences from 
General Foods, Kimberly- 
Clark, POlsbury and Burger 
King. 

Bernming a, financier was 



Otayan: ‘I took at money as l took 

bom out of necessity. His 
contracting company was 
importing everything from 
the US and there were no 
banks in Saudi Arabia to 
extend credit. US banks 
would not accept his Saudi 
assets as security. So with 
advice from Citicorp, he 
started buying blue-chip 
shares on the US market 

At 78, Mr Olayan stm shut- 
tles toe world on toe com- 
pany jet spending half his 
time in the Saudi capital and 
splitting the rest between 
London and New York. Exer- 
cising for an hour every 
morning - 200 sit-ups. he 
proudly declares - he 
remains in full control of his 
business empire and rails all 
the important shots. 

Keeping with his philoso- 
phy that the money is there 
to invest he watches spend- 
ing closely. Employees are 
not given share options and 
even his shareholders — his 
American wife and four chil- 
dren - are paid low divi- 
dends. 

Mr Olayan sees no reason 



JOHN KAY 


Shame game pays off 


Arguments against external assessment 
should be dismissed as self-serving cant 


id at my grades in schooT 

to share his wealth, ffawgh 
he donates money fa* educa- 
tion and baaWh in spite of 
his insistence on the need 
for wealthy Arabs to work 
and behave Hlra fn aH f n H nrtg 

rather than individuals, he 

is only now tornfcjng of tak- 
ing some of the Saudi com- 
panies public. 

He has also moved against 
the Saudi social tide, giving 
his three daughters, like 
their brother, executive posi- 
tions in the Olayan Group. 
Lubna, the youngest daugh- 
ter, runs part of the Saudi 
business from Riyadh, and is 
seen as a possible successor. 

When he does step down, 
the reins win not necessarily 
pass to a family member, he 
says, al thoug h he has made 

legal arrangements to 
ensure continuity. His chil- 
dren cannot liquidate the 
business or give up the 
investment portfolio for 25 
years after his death. 

*T made it on my own and 
as a commoner,” says Mr 
Olayan. “I am not going to 
leave behind a mess." 


In the past 10 years, research 
afisa w ftw w mt hag been 
introduced into British 
universities. Academics have 
to report on the quantity 
and quality of their 
publications, and the quality 
of each department is graded 
and published. 

Many of my colleagues 
bitterly resent these 
innovations. They argue that 
the need to EB in forms to 
respond to these inquiries 
distracts them from their 
real work of teaching and 
research. They claim that 
the assessment of research 
quality is inevitably 
subjective, and can only 
realty be done by the 
researcher. And they say 
that since they are already 
doing as good a job as could 
possibly be done, the whole 
activity is pointless. 

There is a gm«u amount of 
truth in these criticisms. It 
is certainly true that the 
research assessment exercise 
is bureaucratic and 
emphasises those aspects of 
research that can be 
measured — w«> tho number 
of publications - at the 
expense of those that are 
less quantifiable - whether 
the research made any 
significant contribution to 
the sum of h uman 
knowledge. It is also true 
that it is often difficult to 
judge the significance of 
research. 

But yon have heard these 
arguments before. You heard 
them from monopoly 
utHitiaK, who claimed that 
any proposal to introduce 
competition into 
telecommunications or 
aviation or gas supply was 
an insulting suggestion that 
they were not doing a good 
job. You heard them from 
schools, which claimed that 
league tables comparing 
their performance 
diminished the professional 
status of education. You 
heard them from doctors and 


nurses, who said that time 
spent filling in forms would 
be better spent with their 
patients. You heard than 
from financial services 
companies which claimed 
that regulation was a 
bureaucratic interference 
that got in the way of selling 
pensions to as many people 
as possible. 

And you hear it today 
from business people who 
mmpiaiw about the 
burgeoning industry of 
corporate governance. The 
need to provide information 
to people outride toe 
business consumes time and 
resources that would be 
better spent beating 
international competition. 

And yet the introduction 
of greater external 
accountability did seem to 
affect the behaviour of my 
university colleagues. Star 
researchers are now prized, 
and poached; duds are more 
rigorously reviewed; 
departments set their plans 
by reference to research 
ratings. 

Indeed, it was necessary 
for research quality 
assessment to be followed by 
teaching quality assessment, 
otherwise the emphasis on 
research within universities 
might have been even more 
excessive than before. And 
publishing league tables also 
made schools and hospitals 
try harder, independent 
procedures made toe police 
more careful about 
complaints, regulatory 
interventions led financial 
service companies to tighten 
up an their compliance 
procedures. 

Certainly I doubt that 
either senior managers or 
academics are the only 
exceptions to the general 
rale that effective external 
accountability for your 
per f ormance tends to 
improve it. 

And one of the interesting 
lessons from these 


assessments is that they 
work even if no action 
follows from them - as with 
the school league tables. 
Rbawia or kud06 is itself an 
effective spur. Still, It is 
better if action does follow, 
and the university system. 

which redistributes research 

funds to follow ratings, 
serves well In this regard. 

So arguments that say we 
are too busy and too 
admirable to be externally 
assessed should be dismissed 
for the self-serving cant they 
are. But it is right to be 
waxy of box-ticking - the 
kind of assessment 
encouraged by standards 
such as ISO 7000, essentially 
related to process rather 
than substance. It assesses 
lectures by reference to 
whether they defined and 
achieved their objectives, 
not on whether the 
objectives were of any 
relevance. But even so. do 

not dismiss hnv.H nlring 

entirely. If the lecture had 
no objectives, it is unlikely 
that any objectives were 
achieved. 

But most of all, never 
believe that people will 
objectively assess 
themselves. The documents 
that we write to assess our 
own courses are as vacuous 
as the self-congratulatory 
platitudes that fill the 
corporation's annual report 

The greatest weakness of 
corporate accountability is 
that both groups of monitors 
- auditors and non-executive 
directors - are effectively 
appointed by those they 
monitor. Still, that is 
because corporate 
accountability has been 
going longest and managers 
have learned how to capture 
the assessment system. I 
expect that dons, teachers 
and doctors will learn to do 
the same. 

The author is the Peter 
Moores Director of the Said 
Business School at Oxford 
University and a director of 
London Economics. This 
column appears fortnightly. 
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INFORMATION TECHNOLOGY BRIEFS 


Picture software improves speed, quality and price 


A photographic imago 
traeftionany passes through 
aavafal tfana-constiming and 
expensive stages before it is 
ready to be used In an 

advertising campa ig n. 

Typicafiy this involves ' 
scanning the Image, 
retouching and outputting a 
series of transparencies 
before the at cKrector and 
client are satisfied, and 
finally produc i ng a 
four-colour fflm ready for 
publication. 

Advertising agencies are 
under pressure to reduce 
costs white deffvering better 
quality, more quickly and 
with greeter efficiency. 

Now Van Q i wneken A 
Mostaard, an Amsterdam 
pre-press company, and 
Leagas Delaney, a London 

advertising agency whose 
efiente include AdMas, Patak 
Phffippe and Porsche, 
befieve they have developed 
a software package that 
cuts costs by as much as 
30 per cent aid improves 
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Time for the 
mouse to go 
belly-up 

The first graphical user 
interface and mouse personal 
computer pointing device 

were developed at Xerox Parc 

In PaJo Alto in the late 1970s. 

Since then, some mice have 

developed extra buttons, 
others have sprouted wheels 
to help soon through web 
pages end some have 
somersaulted on to thefr 
backs to become trackbafe. 

One drawback tas stayed 
with foam - dust tends to 
buBd up on the mechanics, 
leading to refebfflty problems. 
Now Logitech, the 
Swiss-based leader In PC 
control devices, beHeves ft 

has developed the ultimate 

pointing device. Its TrackMen 
Maibfot is described as "a 
wheel-enhanced, 
thumb-ope rate d trackball that 
offers high precision and 

reUabmty, as weH as virtually 
maintenance-free operation". 

UnBka a traefitionaJ 
mechanical trackball. In the 


The system, cafled ICISS, 
has been developed by Van 
Gktnekan's subsMary, Vfsu 
Technologies. It runs on 


achfavas its savings by 
efimfriatmg meny of the 
processes thst Involve 
dupli ca tion of effort. 

Leegas Delaney claims It 
is usuafly poeubte to cut the 
number of proofs needed 
dtsing the retouching 
process from five or more to 
just one or two. Not orriy 


does that save money — 
each t ra n sp arency can cost 
hundreds of pounds to 
produce - but It also cute 
the lime taken to produce a 
final ffen. 

in the hands of a skilled 
user, the software is smart - 
enough to adapt an image 
to the characteristics of the 
paper used by the 
puirficafion, then automate 
the conversion of an Image 
from the scanned RGB {Red, 
Green, Blue) format to the 



Fester pictures; Adidas is among the dents that may benefit 

IN BRIEF 


Marble a bserflte bea m - ' . 
UisTtinates a random pattern 

of dots printed on toe ball, 

whOe an optical sensor tracks 
the motion. Logitech’s 

advanced optics and neural 
network logic detect 
movement in a manner similar 
to that of the human eye and 
trananft Wbrmation to the 
computer.TWs virtually 
eliminates maintenance while 
providing a highly accurate 
pointing device. 

Logitech: wwwJogptoch.com 

Ready for 
school 

Classroom. PCs tend to grt 
pretty rough treatment, 
particularly V they are 
portables. Semerc, a 
UK-based subsidiary of 
Granada Learning, has 

addressed the problem with 
the Panasonic CF-25 MKJH 
Ruggedised Notebook PC. a 

foWbaWrernuitlrnetto 

converter designed for special 
needs and mainstream 
students of aH ages. 

The computer, powered by 
an Intel l66Mhz Pentium 


processor, b protected by Its 

ragged case which has 
passed raatafy teste to 
withstand multiple drops from 
1m on to concre te at any 
angle whfle open and is 
Immune to the usual problems 
caused by water, dust, shock 
and vibration. 

The machine owes much of 
its robustness to a lightweight 
magnesium riloy ease. The 
1.44Gb hard drive Is mounted 
in shock-absorbing gel and 
the 10.4ln oM2.1in 
protection-coated screen has 
internal dampers and rubber 


The speaker is water 
resistant, afl ports have rubber 
seeds and Internal connections 
are flexible. The CF-25 MK3I! 

costs £2^99 ($3,840) or 

£3,299 in the UK, depending 
on configuration. 
margaietiteemeradamon. 
co.uk 

Winning 
hands down 

Psion Computer's Series 5 
pocket PC continues to win 
awards despite increasing 


CMYK (Cyan, Magenta, 
YeHow and Black) format 
required to create the 
output fflm. 

"Conventional wisdom 
says that out of speed, 
quality and price you can 
pick onty two out of three,” 
says Jim Hubbard, creative 
services (Srector at Leagas 
Delaney. "We decided to 
break that rule.” 

After a year working with 
Van Grmekan, Mr Hubbard 
says his agency can deliver 
significantly i mp rov e d colour 
quafity end consistency. 

Van Gamekan A Mostaard 
and Leagas Delaney are 
now working with British 
.Telecommunications on a 
pilot high-speed, wide area 
network Editing the 
advertising and printing 
industries. This would 
enable images processed 
using the technology to be 
efistributed throughout the 
world, further cutting costs 
and reducing process times. 

Paul Taylor 


competition from rivals such 
as 3Com’s Palm PC and the 
increasing number of 
Windows CE machines. 

For many corporate users 
however, handheld machines 
must be able to exchange 

data easily with rfataKawi 

such as Lotus Notes 
Database before they can be 
! considered as alternatives to 
bulky notebook PCs. 

1 So Psion and Lotus have 
, announced a plug-in option 
fix the latest of the Series 5 
docking software, PsiWin 2.1. 
The plug-in allows Lotus 
Notes 4.5/4. 6 users to 
synchronise they calendar and 
address book with the Series 
5's Agenda and Data 
applications. A future version 
of the software, using 
technology from Turn 
information Services, will 
Include fun Lotus Notes 
Database synchronisation. 

“TWs solution extends the 
benefits of Lotus Notes to the 
Series 5, so mobile users are 
no longer tethered to their 
desks,” says Daniel Doutton, 
product marketing manager at 
PsitXV 

Psiocr. wwwjjshrLco.uk 
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NEWS 


If you need to know what's moving 
UK, European and Asian markets, 
you need AFX NEWS, the real-time 
English language newswires that give 
the latest international financial and 
corporate news. With the resources of 
owners and partners, FINANCIAL 
TIMES INFORMATION and 
Agence France-Presse to draw on, 
you know AFX NEWS will always be 
relevant, reliable and right And it’s 
available to you on-line through all 
major market data platforms, 


deliverable across your intranet, 
extranet or other network to your 
PC, NC or workstation through 
Windows, browsers and proprietary 
applications. AFX NEWS has 
reporters across Europe and Asia 
and in other key markets feeding over 
1500 news stories a day direct to your 
system. So, for independent and 
succinct reporting on economic, 
corporate and market news, contact 
AFX NEWS direct or your local 
vendor today. 


FOCUS ON INTERNATIONAL FINANCIAL NEWS 

A JOINT-VENTURE OF FINANCIAL TIMES INFORMATION AND AGENCE FRANCE-PRESSE 

AFX NEWS lS-1 7 EPWORTH STREET. LONDON EC3A 4DL (44) 171 253 2532 
FAX (44) 171 4903007 EMAIL AFX.SALES@FT.COM AND NEW YORK, USA (212) S06 67S4 
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Gilts buck trend with late rally 


GOVERNMECT BONDS 

By Shnon Dairies in London and 
John Labate In New York 


Government markets drifted 
lower yesterday, with the US 
CPI data failing to provide a 
post-Easter pick-up, tn spite 
of the fact that the numbers 
looked favourable against 
most expectations. 

Analysts said there were 
some concerns in the mar- 
ket, following speculation 
that the Bank of Japan had 
sold $l2bn or US Treasuries 
on Monday. This had fed 
through into the US dollar, 
as well as the bond markets. 

David Brown, chief 
European economist at Bear 
Stearns, said: “Now that the 
Bank of Japan has the 
market on the run, even the 
most committed band 
market bull will Tear that 
the BoJ will not stop 
pounding the market until 
the dollar has been counted 
out." 

GEBMAN BUNDS traded 
in a narrow range, gaining 
only a marginal fillip In the 


afternoon from the release of 
the US data. 

The June contract 
remained stuck in as 1&- 
point range, and settled O-ll 
lower at 107.71, with vol- 
umes low. Analysts said 
there were increasing con- 
cerns about the immediate 
outlook for interest rates 
among the co re euro zone, 
which has fed through into 
the recent recovery in the 
D-Mark. 

David Keeble. European 
bond strategist at Credit Sui- 
sse First Boston, said: 
"There were strong Dutch 
industrial production num- 
bers yesterday, which along 
with the CPI numbers on 
Friday, points to a nasty pic- 
ture Tor interest rates. 

“I t hink tbat the Dutch 
will bring pressure to bear 
on the Germans to raise 
Interest rates. I don't like the 
front end of the European 
yield curve." 

Bunds marginally under- 
performed most of the Euro- 
pean markets. ITALIAN 
BTPs settled 0.16 lower at 
H9.5Z. and in the cash mar- 


ket the yield against bunds 
narrowed by 1 basis point to 
25, although there was little 
local news to drive the 
market. 

In Spain, the announce- 
ment of a regular auction of 
30-year government bonds, 
to build up a liquid bench- 
mark far BONO strips, pro- 
vided support at the long 
end of the yield curve. The 
10-year future settled 0.07 
lower at 109.31. 

FRENCH OATS drifted 
lower, but settled 2 points off 
their trading low, at 104.15. 
Activity was limited, and 
was not helped by a delayed 
opening due to teething 
problems with the new elec- 
tronic trading system. 

UK GILTS were the odd 
ones out, with the market 
rallying strongly towards 
the close. The June contract 
settled -ft higher at 1093, 
having spent the majority of 
the day In negative territory. 

Andrew Roberts, gilts 
strategist at UBS Securities, 
said: "There is a rumour 
that the British Retail Con- 
sortium survey will come in 


INTERNATIONAL CAPIT AL MARKETS 
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quite weak. That gave a shot 
in the aim for the market in 
the last 30 minutes.** 

Nonetheless, turnover was 
subdued, with just 33,000 
contracts traded on Liffe. 
The yield spread against 
bunds narrowed by another 
3 basis paints to 96, taking it 
to its narrowest level since 
last October. 

Mr Roberts said there was 
scope for a further rally. 
"The hawks have finally 
come round to the view that 
there will be no mare inter- 
est rate hikes, but the mar- 
ket is still too negative. I 
think we could have an 
interest rate cut in the third 
quarter”. 

US TREASURIES 

rebounded moderately after 
Monday's sell-off, as buying 
picked up from overseas 
markets and new figures on 
the consumer price index 
and retell sales were 
released. 

In a quiet market, the 
benchmark 30-year bond 
gained Y. by early afternoon 
to 1023, yielding 5-911 per 
cent 


The two-year note Was 
unchanged at 99%, yielding 
5.567 per cent while the 
10-year note rose A to 39&> 
yielding 5.628 per cent 

Inflation continued to 
appear well-contained in the 
latest prices report The CPI 
was unchanged for March, 

nnrt wvn.liirting tha food and 
energy sectors prices it rose 
0.1 per cent 

In a separate report, retail 
sales tell 0.1 per cent in 
March after rising 0.7 per 
«»nt In February. 

Traders also awaited 
announcements from the 
forthcoming G7 meeting, as 
to whether attempts to 
weaken the value of the dol- 
lar will change. 

“As long as the interven- 
tion situation remains, with 
intervention by the Bank of 
Japan, the Treasury market 
will absorb the sales. If there 
is concerted intervention to 
weaken the dollar, that 
could be a longer-term prob- 
lem for the Treasury mar- 
ket,” said. Richard Gflhooly, 
international bond strategist i 
at Paribas Capital Markets. , 


Issuers take breather to ease digestion 


INTBINATIONAL BONDS 

By Edward Luce 

Lead managers blamed the 
aftermath of the Easter holi- 
day and genera] market indi- 
gestion after heavy supply in 
the first quarter for what 
was "probably the quietest 
business day of the year” 
yesterday. 

“At the start of every 
week we have a conference 
call on forthcoming issues, 
secondary market move- 
ments and general market 
rumours.” said one lead 
manager. 'Today's was the 
shortest conference call I 
can remember.” 

Few. however, expected 
the market to come to life in 


WORLD BOND PRICES 


the next few days. "Most 
Investment b anks are sitting 
on a big inventory of unsold 
paper and are not in a hurry 
to bring out any more expen- 
sive deals." said one bank 
official. 

Paul Abberley, director of 
asset management at Lom- 
bard Odier, a Swiss private 
bank, said general market 
conditions were excellent In 
the medium-term. But inves- 
tors were beginning to look 
again at "spread plays” 
given the stubbornly low 
yields on offer in tbe invest- 
ment grade market. 

"There is growing appetite 
for emerging market paper 
especially given the success 
of the Korea deal [$4bn 
issue] last week," said Mr 
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New international bond issues 


Panv— 

Aondt 

ra. 

Coupon 

« 

Price 

iMnriqr Feet 

S 

Spend 

bp 

BooknoMr 

■ US DOLLARS 


1 '« 

7 ... * . • " « 

.... v: 

‘ *v 

- t-. 

•>/ v* 

PNC BankfbR 

250 

(bl) 

99.905 

Mar 2003 0.175 

. 

Deutsche Batik 

IBRD* 

ao 

S20(cl 

100.00 

Aug 2001 1.11875 

- 

IBJ Inri/Weto Ind 

Banco BBM Inuonrinwiriogc* 

50 

g^o« 

99.7672 

Aug 1999 (d) 

. 

Crecrit Lyonnais 

■ SWISS FRANCS 







DSLBm* 

ISO 

250 

101.15 

May 2003 2.00 

. 

CSFB 

SBC Jorny Brandi# 

100 

7 JO 

100.10 

May 2001 1^0 

- 

SBC Wartwg man Heed 


Fired terms. nm-eaUMe unless stated. Yiafcj spread (over relevant government bond) at tawidh auppied by lead manager. 
rilAiksted. t Fkxting-rBte note. *Seml a nnual coupon. Ft fixed ro-offor pries teas shown at m-altor leveL a} SFrSOOm 
launched 03/4706 In cr e a sed to SFHOOm. fa) FungMa wtth SztKkn. Plus 33 days accrued, bl) 3-n*h Ubor +625bp. d 
Quarterly, long last, d) To Da c m d inned. 


Abberley. "There are not a 
lot of deals in the immediate 
pipeline but we expect a 
steady supply in the near 
future." 

Brian Mooyaart, head of a 
bond pricing consultancy, 
said tbat at the top end of 
the investment grade mar- 


ket, spreads on five-year 
bonds had widened by 
about 3 basis points over 
the past three weeks. 
Spreads on 10-year debt had 
widened by about 5 basis 
points. 

"Most, if not all, of the 
funding gap left over from 
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the last quarter of 1997 
has been filled," said Mr 
Mooyaart. 

"We have seen an extraor- 
dinary volume of issuance in 
the first quarter of 1998 and 
it takes some time ter the 
market to digest this level of 
supply." 


By Vincent Botand 

General Hellenic Bank, a 
medium-sized Greek hank, 
yesterday launched the first 
of a two-part share offering 
that will see its majority 
owner, the Greek army pen- 
sion tend, sell nearly half Its 
stake. 

The pension tend is selling 
33 per cent Of GHB in a pri- 
vate placing with Greek and 
international Investors, 
reducing its stake in the 

hank to 35-5 per cent Inter- 
american Group, the largest 
privately owned Greek insur- 
ance company, is to take a 10 
per cent stake in GHB via 

rtw plpring . 

The shares included in the 
placing are doe to be priced 
and allocated by April 27, 
after which GHB plans to 
raise Dr23bn in a l-for-i 
rights issue to finance its 
Investment programme, 1 
Improve capital adequacy ; 
ratios, and expand its rela- 
tionship with Interamerican. , 

National Bank of Greece is 
acting as global ra-nr dmatnr 1 

of the issue, with Nikko i 
Europe and NBG Interna- | 
h final as joint lead ronnag- , 
era. They said yesterday that ! 
both Interamerican and the 
army pension fund would 

taVp up thfifr pnHt l fffUPnt. in 

the rights issue. The rights 
are to be offered at Dr4jB00 
each, against a price of 
Dr 12, 748 yesterday. 

GHB, which ranks seventh 
among Greek banks in asset 
terms, is listed in Athens - 
When both transactions 
have be en c ompleted, the 
stake in GHB owned directly 
and indirectly by the Greek 
state wfil fan from 74.4 per 
cent to 44.4 per cent, and the 
free float in its shares win 
rise to more than 45 per cent 
from about 22 per cent 
currently. 


FRANCE EXCHANGE WORTH ECUl 7 bil 

Bankers see 
success for 
euro-fungibles 
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The French treasury's offer 
to exchange Ecul7bn. of illiq- 
uid Em-denominated bonds 
&r new earo-tengiWe bench- 
marks Is set to become the 
roost successful of Its kind, 
according to bankers. 

Although the offer is still 
naming until tonight far 
retail investors, the response 
from institutions was 
described as “overwhelm- 
ingly positive”, with an aver- 
age acceptance rate of more 
than GO per cent, ac co rding 
to Morgan Stanley Dean Wit- 
ter, joint centralising agent 
with Paribas. This compares 
with an average take-up of 
between 10 per cent and 50 
per cent cm previous offers. 
Italy was a pioneer of such 
transactions a few years ago, 
when it offered to buy back 
most of Its dollar-deno rui- 
nated bonds in exchange for 
two large tranches of new 
five and 10-year securities. 

The French offer, 
announced last month, aims 
to increase the efficiency of 
the debt market ahead of 
January's introduction of 
the European single cur- 
rency - the euro. In recent 
years, the treasury has man- 
aged its debt actively, estab- 
lish French OATs and 
BTANs as the reference 
yield curve ter euro-denotni- 
naNvi government bonds. 

The success of the transac- 
tion was partly due to pric- 
ing, which offered investors 
a yield pick-up of 1-3 basis 
points. Similar swaps have 
often required that investors 
give up yield in exchange for 
higher liquidity. 

Six' bonds maturing 
between April 2000 and April 


2003 will be exchanged into 
two issues maturing in July 
2000 and July 2002. Three 
issues of longer-term bonds, 
piahrring between 2003 and 
2006, will be exchanged into 
two issues maturing in 2003 
and 2008. The older bonds 
paid coupons of between 6 
per cent and 10 per cent The 
new ones will pay coupons 
of between 4 per cent and 
6.25 per cent. 

Liquidity in the new bands 
will be doubly enhanced. 
First, because their coupons 
and prices will be in line 
with current interest rates. 
As a result, the securities 
will trade closer to their par 
values' and listed futures 
contracts will allow more 
efficient hedging of posi- 
tions. Second, because , each 
of the new Issues will be 
merged with an existing 
bond in French francs, 
which will be redenominated 
in euros next year. 

The larger amounts should 
lead to narrower spreads 
between bid prices and 
offered prices. Stripping - 
separating the coupons from 
the principal repayment to 
trade them as distinct securi- 
ties - will also Impact less 
on liquidity. 

Not surprisingly, investors 
were particularly eager to 
exchange the bonds carrying 
the highest coupons, which 
were most out of line with 
market conditions. Holders 
of the 10 per cent OAT 
maturing in 2001 exchanged 
almost 85 per cent of their 
holdings. Conversely, only 38 
per cent of the 6 per cent 
OAT of 2004 woe swapped. 

CDC Marches and Deut- 
sche Bank were oo-managera 
of the group of 18 banks. 
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CURRENCIES & MONEY 


Yen falls against 


WWW ETS REPORT 

By Simon Koper and 
Rfchanl Mm 


The dollar dropped against 
the D-Mark yesterday, as 
tame US retail sales and 
inflation data contributed to 
the picture of a slowing 
American economy. 

The market has moved 
towards the view that eco- 
nomic growth in Europe is 
catching up with that in the 
US. But the D-Mark's rise 
ag ains t the dollar yesterday 
was aided by purchases of 
the German currency 
against the yen. 

The market was in thrall 
to today’s crucial Group of 
Seven industrialised nations 
meeting in Washington. The 
G? is expected to make a 
statement backing the yen. 
after heavy intervention by 
the Bank of Japan in support 
of its currency on Thursday 
and Good Friday. ABN- Amro 
said the bank may have sold 
up to $l2bn worth of dollars. 


Baruhiko Kuroda. interna- 
tional finance chief at 
Japan’s finance ministry, 
said overnight on Monday 
that the G7 agreed that yen 
weakness was excessive. 
Robert Rubin,* us treas ury 
secretary and his country’s 
voice cm' the dollar, repeated 
that he backed Japan’s inter- 
vention. . . 

Mr Rubin said the G7's 
focus would be the Japanese 
economy, and Japan's 
attempts at' fiscal stimulus. 
The meeting would discuss 
e xcha n g e rates, "as always". 

But he also said: “On the 
question do I think a strong 
dollar is in the long-run 
interest of the US, I think 
the answer is absolutely yes. 
I think it would contribute 
to lower inflation. I think 
the US econom y has bene- 
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flted from and will continue 
to benefit from a strong dol- 
lar as a matter of policy.” 
4CAST, the economic consul- 
tancy, n iinimwl up lUS Coni' 

mentis as follows: “Strong 
dollar good, weak yen bad.” 

■ Given the weak Japanese 
economy, investors 
remained keen to sen yen. 
They sold it against the 
D-Mark, sterling and the 
Swiss franc, because they 
think there is scant risk of 
Tokyo intervening on these 
exchange rates. 

The yen- firmed Y0.1 
against the dollar to close in 
London at Y129.4. ■ But it 
dropped Y0.75 against the 
D-Mark to Y7L76, and fell Y2 
against the pound to YSEL&JL 

The US currency also 
dropped L9 pfjgs against the 
D-Mark to DM1.804, after 
failing through technical 
support at DM3_a080/90. The 
dollar fell through the key 
SFrL50 level against the 
Swiss franc, dosing 21 cen- 
times down at SFn.492. 

■ Indonesia has quietly 



currencies 
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dropped plans for a currency 
board to support the rupiah, 
amid the fipawwai reforms 
agreed with the Interna- 
tional Monetary Fund. 

The Indonesian govern- 
ment announced, as part of 
its reform package: “Bank 

Indonesia * ntBni ^ g to adjust 

interest rates as necessary to 
strengthen the rupialL” 
Sjahril Sahirin, Indonesia's 
central hank governor, made 


no mention of the currency 
board proposal, which was 
said at one point to have 
enjoyed the support of Steve 
Hanke. President Suharto's 
economic advisor and an 
economics professor at 
Johns Hopkins University. 

Mr Sahir m said the central 
bank had no plans to raise 
interest rates for the 
moment as the rupiah had 
strengthened. “But if it (the 

rupiah) were to weaken, we 

may raise rates,” he said. 
Yesterday the rupiah was 
stable around Rp7.600 
against the dollar. 

The new agreement intro- 
duces l end ing faefiiHpw from 
Bank Indonesia with interest 
rates set high enough to dis- 

■ OTHER CURBBK3ES 
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courage hanks from relying 
on loans from the central 
bank. Indonesia said the 
reforms were aimed to raise 
the rupiah to Rp5,000. 

Stanley Fischer, the IMF's 
deputy chief, said: “That 
6,000 [level] is possible with 
a tight monetary policy, 
with a steady implementa- 
tion of the programme, with 
the beginnings of a return of 
confidence." 

■ Reaction to the G7 com- 
munique could be delayed. 
Last April, when the G7 met 
in Washington, it issued a 
statement warning against 
volatile exchange rates 
which the market all but 
ignored. In the days after- 
wards, Japanese and Ger- 
man officials emphasised 
that the G7 wanted a stron- 
ger yen. When the market 
cottoned on, the yen jumped 
Y15 against the dollar. No 
such leap is expected this 
time, but investors are ner- 
vous nonetheless. 
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REPUBLIC of HUN GARY 
MINISTRY cf WELFARE 
The World Bank Project Management Ural, . 

H-IQ23 Budapest, Fwnkd Led u. 30-34 
Phone number: (36)1343 0834 Ru number: (36) I 3260254 
E-mait ink<^rii prwi till 


CALL 

for EXPRESSIONS OF INTEREST 
for CONSULTANT FIRMS 
concerning technical ass i st an ce in 
INFORMATION TECHNOLOGY (IT) and 
ORGANIZATION DEVELOPMENT (OD) 
for Hospital MANAGEMENT INFORMATION 
SUPPORT SYSTEMS (MISS project) in HUNGARY 

The second phase of the MISS projeci will start 
in May, 1998 and involves 33 hospitals. 

Combined indmieal assistance in the area of IT and of OD 
is required at the spot for about a 10 -week period 
»mh defined output arue m re. 

If intentsied, please ask for farther details abom the assignment 
and the qualifications needed by fax or E-mail. Deadline of 
receiving Expression of Interest is May 18, 1998. 9 am. 
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TENDER NOTICE 

UK GOVERNMENT EURO 
TREASURY NOTES 

For tender on 21 April 1998 

1. The Bank ol England announces the sale by Her Majesty's 
Treasury of €500 million nominal of UK Government Euro 
Treasury Notes, for tender on a bid-yield basis on Tuesday, 
21 Aprfl 1998. These Notes wi add to and be fungible with the 
€500 mlBon of the same security sold by tender on 20 January 
1998. 

2. The €500 m*oo ot Notes to be sold by tender wS be dated 
as of 29 January 1998 and wifi mature on 29 January 2001. 
Notes will bear an annual coupon of 4^5% payable on 
29 Janua^r, starting on 29 January 1999. Payment tor Notes 
slotted in tha tender vriB be due on 24 April 1998; the amount 
payable w£ include 85 days acaued Interest 
3 The arrangements for the tender are set out in the 
Information Memorandum on the UK Government Euro Treasury 
Note programme Issued by the Bank of England on behalf of 
Her Majesty’s Treasury on 13 January 1998 (the Information 
Memorandum”), ana in supplements to the information 
Memorandum. This lender will be subject to the provisions of the 
Information Memorandum (as supplemented) and to the 
provisions of this notice. 

4. The tender win open to anyone who wishes to apply. An 
tenders must be made on the printed application forms available 
on request from the Bank of England or, in the case of the 
market makers listed In the Information Memor andum (as 

be^igedTby^a^^arthe^Banirof England? Customer 
Settlement Services. Threadneetfle Street, London not later than 
1(L30 ajTL, London time, on 21 April 1998. 

5. Tenders must be made on a yield basis (calculated on the 
basis of a month of 30 daws and a year of 360 days) rounded to 
two decimal places. Each application form must state the yield 
bid and the amount tendered for. 

6. Each tender at each yield must be made on a separate 
*Uon form for a minimum of €500,000 nominal. Tenders 
this minimum must be In multiples of €100,000 nominal. 

7. Notification wi be despatched on the day of the tender to 
applicants whose tenders have been accepted in whole or In 
part For app li c an t s who have requested credrt of Notes in gtabaJ 
form to the* account with Eurocfeer or Cedel Bank, Notes wi be 
crecSted In the relevant system against paymenL For a p pl i cants 
who have requested definitive Notes, Notes wffl be available tor 
collection at Customer Settlement Services at the Bank of 
England after 1.30 pjn. on 24 Aprs 1998 provided cleared funds 
have been credited to the Bank ol England's ECU Treasury 
Notes Account No. 59045828 with Lloyds Bank PLC, Bank 
Relations, & George's House, PO Box 787, 6-6 Eastoheap, 
London EC3M ILL and provided that the Bank of England has 
received satisfactory evidence of entitlement to collection. 
Definitive Notes wffl be avaSable in amounts of €1,000, €10,000, 
€ 100,000 and €1,000,000 nominal. H any applicant whose 
tender Is accepted has requested definitive Notes, other 
appScarts whose tender has been accepted and who requested 
Notes in global form may nevertheless be required to accept 
definitive Notes under the rules and procedures o( Eurodear 

and/or Cede! Bank. In such event, such definitive Notes wffl be 
held by the Bank of England as the specialised depository for 
Eurodear and/or Cede! Bank, in such denominations as the 
Bank of England may determine, for such applicants who 
requested Notes in global form. 

8. Her Majesty's Treasury reserves the right to reject any or 
part of any tender. 

9. The tender notice issued on 13 January 1998 stated that 
€S50 miSon nominal of the Notes slotted to the Bank of England 
for the account of the Exchange Equalisation Account {*EEV} on 
29 January 1998 would be held by the Bank of England for the 
account of the EEA with the intention that they would be sold in 
subsequent tenders or might be made avaHabie for sale and 
repurchase operations with the market makers listed in the 
information Memorandum (as supplemented). €500 million 
nominal of these Notes are to be sold it the tender on 21 April 
1998, wffl conshute a further tranche of the Notes maturing on 
29 January 2001, and wffl be ftffly fungible wfih tee Notes sold on 
20 January 1998. €50 million nominal of these Notes wfll be 
retained by the Bank of England for the account of the EEA and 
added to the Bank's holdings of Notes which may be made 
available tor sale and repurchase operations with the market 
makers listed In the information Memorandum (as 
supplemented). 

it) maybe obtained at the Bank of England UK^awowrmnt 
Biro Treasury Notes are Issued under the National Louis Act 
I960. 

Bank of 
14 Aprfl 1 
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Palladium 


valued higher 
than gold 


^ FINANCIAL TIMES WEDNESDAY APRIL IS 1998 

COMMODITIES & AGRICULTURE — > — 

INDIA BAD WEATHER AND REDUCTION OF LAND UNDER CROP LOWERS EXPECTATIONS I Asia . . 

Shortfall forecast in wheat harvest effe ^ 


MARKETSREPORT 

By Kftmeth Gooding 
and Robert Canine 

For the first time in the 
history of precious metals, 
palladium is more valuable 
than gold. 

Palladium, an essential 
material for some industrial 
and automotive catalysts, as 
well as some electronic com- 
ponents. is being boosted by 
Increasing concern about the 
lack of exports from Russia, 
the biggest producer. 

Its price was “fixed" in 
London yesterday afternoon 
at US$318 a troy ounce, well 
ahead of the London gold 
price “fix" of $309.50 an 
ounce. Palladium jumped by 
$31.50 an ounce - or 11 per 
cent - compared with Thurs- 
day's "fix" to an 18 -year 
high. The price is more than 
double the $137 at this time 
last year. 

In 1997, Russia, which 
accounts for about 60 per 
cent of the world's palladium 
requirements, failed to 
export any of the metal lor 
the first six months because 
of bureaucratic wran g lin g . 

Kamal Naqvi. analyst at 
Macquarie, the Australian 
bank, said: "It is now clear it 
will take some weeks, if not 
mouths, for Russian export 
licences to be issued. 
Obviously, a country that 
can't elect a new prime 
minister has palladium 
exports well down the list of 
its priorities." 

John Bridges, analyst at 
Flemings Global Mining 
Group, pointed out that pal- 
ladium was only a by-prod- 
uct of nickel-copper mining 
in Russia and of platinum 
mining in South Africa, 
which accounts for about 30 
per cent of global palladium 
production. So neither of the 
big producers would respond 
to higher prices. It would be 
up to consumers to trim 


COMMODITIES PRICES 
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their use of the metaL 

"Consumers typically use 
small amounts in high value 
products such as auto cata- 
lysts, dental fillings and 
small electrical components. 
Therefore, rapid substitution 
Is unlikely," he said. 

Consequently, relatively 
high palladium prices must 
be expected for some time to 
come. For example, present 
palladium lease rates indi- 
cated a price in 12 months' 
Him * of $aan an ounce, high 
by historical standards. 

Oil prices weakened yes- 
terday as concerns about a 
global glut continued to 
weigh heavily over world 
crude markets. 

The bellwether Brent 
Blend for May delivery was 
quoted at $13.66 a barrel in 
late trading on London's 
Internationa) Petroleum 
Exchange. 34 cents down on 
last Thursday's close. 

But traders reported little 
clear price direction ahead of 
the publication overnight of 
the weekly report on US oB 
and refined product stocks. 

The latest warning about 
the extent of the present oil 
surplus came from the Inter- 
national Energy Agency, the 
Paris-based organisation 
that monitors oil markets on 
behalf of the mainly indus- 
trialised countries. 

Althongh the agency said 
OECD data could not con- 
firm the “the major first- 
quarter stockbuild that 
observers unanimously 
regarded as inevitable”, the 
report concluded: “Current 
supply exceeds demand and 
stocks are high, suggesting a 
continuation of a difficult 
market for producers." 

The IEA revised down- 
ward world oil demand in 
the first quarter of the year 
by 400.000 barrels a day to 
75m b/d. It predicts global oil 
demand will rise by 2 per 
cent this year, slightly lower 
than its previous forecast 


By Khnal Bose in Calcutta 

India's wheat production is 
set to fall this year as a 
result of bad weather and a 
reduction in land under the 
crop. 

Wheat production In 1998 
Is expected to total 64.5m 
tonnes, compared with 
68.71 m tonnes last year. 
Experts said sowing was 
delayed by early winter rain, 
and a recent spell of hail- 
storms damaged the stand- 
ing crop in some areas. 

The official production tar- 
get for the current year is 
BRSm tonnes, but the gov- 
ernment believes the public 


wheat distribution system 
will remain on track because 
it holds buffer stocks of 
nearly 6m tonnes. 

The new federal govern- 
ment has also approved the 
import of l-5m tonnes of 
wheat from Australia by the 
State Trading Corporation of 
India, a government agency. 

“The deal was brokered by 
STC with the Australian 
wheat board at 514IL50 a 
tonne in February when the 
United Front was in power,” 
said a trade official- “There 
was apprehension that a 
new government might can- 
cel the contract. Bnt 
S.S. Baraala, food minister, 


quailed speculation by say- 
ing that unsubstantiated 
charges against those 
involved in negotiating the 
contract would not influence 
him jn any way." 

However, confusion Over 
the import contract has 
delayed the arrival of the 
Australian wheat The con- 
tract is from March to July 
delivery, and the delayed 
arrival of the imports will 
favour domestic wheat form- 
ers. who will start selling 
their new crop in the nest 
few days. 

"Procurement by govern- 
ment agencies will be over 
by the end of June." said the 


official. “The government 
wants to maintain procure- 
ment of wheat at last year’s 
level of 5.3m tonnes. The 
procurement price for the 
current season is up 35 
rupees [88 cents a qutato to 
510 rupees a quinto]. The 
public distribution .system 
needs llm tonnes of wheat 
and the buffer has to be 
replenished. Since the short- 
fall is to be met by imports, 
India will be required to buy 
more wheat from abroad. 
Last year, India imported 
JL25m tonnes of wheat” 

The growers are relieved 

that by the time wheat from 
Australia arrives, they will 


have sold a big portion of 
the new crop. 

Most foreign trading 
houses believe India will 
import another 3m tonnes of 
wheat 

“The US is keen to re-enter 
the Indian market It last 
sold wheat here in 1993.” 
cairi an In dian food analyst 
"We stopped buying wheat 
torn the US because of [crop 
disease] concerns. A delega- 
tion from the US department 

.of agriculture was In Delhi 
recently to remove the con- 
cerns about wheat diseases." 

Some analysts think Can- 
ada will be India’s first 
choice. 


Delay in Indian 
crop set to lift 
mango prices 




By Knnal Bose 

Mango prices are expected to 
rise sharply as India, the 
world's largest producer of 
the tropical fruit, suffers a 
big setback in production. 
Unseasonal weather in the 
main growing regions is 
delaying thi« season's crop 
for six weeks until May. 

"Prices in the domestic 
market will be 30-50 per cent 
higher, depending on the 
variety of mango," an 
exporter said. The rise in 
wholesale prices is likely to 
push up consumer prices by 
a similar percentage. 

Alphonso, the finest and 
the most expensive mango, 
grown in the western Indian 
state of Maharashtra, will 
command a high premium in 
the world market as produc- 
tion drops by up to 70 per 
cent, he said. The principal 
markets for Alphonso are 
western Asia and the UK. 

Production of Bangana- 
balli and Totaburi, the other 
main exportable varieties, 
grown in the state Andhra 


Pradesh, is down 30 per cent 
Production of mangoes In 
Uttar Pradesh and West Ben- 
gal will fall 30 per cent 

Exporters are also con- 
cerned about the quality of 
harvested mangoes. Maha- 
mango, the agency that co- 
ordinates exports from 
Maharashtra, said: “The 
quality that is available thi« 
season is good for export 
only in canned form." 

India increased mango 
exports by 8 per cent to 
27,000 tonnes in the 199&97 
season. Exporters say the 
1997-98 production shortfall 
win make it impossible to 
achieve this year’s govern- 
ment target of 25 per cent' 
growth in income from 
mango exports. 

The size and quality of the 
mango crop depends almost 
entirely on the weather. 
Heavy rain and a late winter 
damaged the crop in Mahar- 
ashtra and Andhra Pradesh, 
while heavy fog and high 
winds affected the crop In 
the east, an exporter said. 
The bad weather also caused 
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P mdnctinn of B an g annhaiii and Totaburi varieties in Andrha Pradesh is down 30 per cent 


repeated outbreaks of dis- 
eases in the fruit 

“But weather permitting. 
India can raise mango 
exports to 45JOOO tonnes by 
2001,” the exporter added. 

According to the Agricul- 
tural and Processed Fruits 
Export Development Author- 
ity, India has 1.136m hect- 
ares under mango cultiva- 
tion and productivity could 
be almost doubled to 15 
tonnes a hectare if tanners 
were to adopt more scientific 
agricultural practices, such 
as using fertilisers, pesti-' 


rides and mare efficient har- 
vesting methnds- 
The biggest challenge is to 
eliminate fruit flies in 
mangoes of exportable vari- 
eties and bring down the 
rate of export rejection from 
40 per cent to 5 per cent 
India’s normal amnnai pro- 
duction of 10m tonnes is set 
to rise as the leading mango 
growing states bring more 
areas nnder the crop. “Even 
Kerala, a southern state, 
which has a marginal pres- 
ence in mang o trade, is 
creating new mango 


orchards over nearly 8,000 
hectares," a trader said. 

Exporters say they need 
government assistance to 
help improve exports to the 
US, the European Union and 
Australia, which buy large 
quantities of the fruit from 
other producing countries. 

“Whatever we are export- 
ing now is entirely due to 
private initiative. We may 
have a 60 per cent share ctf 
world production but we 
account for less than 15 per 
cent of the world mango 
trade," said an exporter. 


effect 
waning, 
IMF says 

By Our ConwnodBes St iff 

Commodity prices show 
signs of stabilising after 
shaxp declines linked to the 
Asian financial crisis, 
accordin g to the Interna- 
tional Monetary Fund. ' 

Since xnid-1997, prices of 
p rimar y commodities have : 
fallen more than 10 per cent, 
affecting producers and con- 
sumers around the world.' 

But while the near-term, 
outlook remains difficult to 
assess, there are indications 
that prices may be leveling., 
off, the IMF said In its semi- 
annual World Economic Out- 
look report 

Weekly data show the 
index of non-fuel commodity' 
prices has remained almost 
unchanged since the begin- 
ning of January, in contrast 
to December when the index 
fell each week. 

Futures contracts have 
shown higher prices in 
recent months, and in Febru- 
ary there was “some tom- , 
round" in the prices of hides : 
such as leather and furs, nat- 
ural rubber and timber, the . 
IMF said. 

"On the basts of futures 
and forward market prices 
and other information, the 
projected level of non-fuel 
commodity prices for .calefr 
dar year 1998 is about 3 per' 
cent above the current 
level." the IMF said. 

The Asian financial crisis 
has brought higher import 
costs because of depredated 
national currencies, less 
credit to finance imports and 
sharp reductions in demand. 

World copper prices 
plunged 33 per cent between 
June 1997 and January 1998, 
the IMF said. Timber prices 
fell 24 per cent, nickel 20 per 
cent, zinc 16 per cent, hides 
15 per cent and soyabean 
meal 11 per cent 

Natural rubber prices took 
the biggest fall - 37 per cent ' 
daring the six-month period 
- while crude oil prices feu 
13 per cent 
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■ SLV0) COM3 SO® Ireyc.CocVnrcl 


tay 

6265 

-a a 

6365 

6180 

4500 40.694 

Jnl 

6291 

-02 

6335 

6200 

1X12 18292 

Sep 

d. 1 ' : 

-82 

6265 

625 0 

EE 

5.320 

Dec 

6H6 

-82 

6230 

617X 

131 11284 

Jn 

524y 

-8.2 

_ 

_ 

- 

15 

tar 

C2.G 

-32 

- 

- 

1 

2512 

ToM 





5X09 

KSB 


May 300 75 +025 304.00 300.00 8,194 34,704 

JH 313.50 +225 314.50 310X0 1X368 55247 

Sep 32X00 +425 324.00 32000 543 6,425 

Dec 33650 +4.00 33720 33X50 U7Q 14250 

tar 34X00 +450 34X00 345.00 64 2202 

JH 354.00 +300 40 74 

TaH 2X079115202 

■ MAIgcaT(5XOOtaareanM55a(aMe| 

tay 24650 +125 24X00 24550 37,14910X200 
M 25425 +0.75 25525 25X25 2X4991 19.1 B1 
Sip 25050 +050 25200 26000 3.163 30560 
Ok 26575 -025 26700 2E500 2456710X915 
tar 27X50 - 274 75 27X00 828 8564 

tar 27X00 -050 27900 277.75 37 633 

TOM 8405533511 

■ BARLEY ifflE (100 toonas; E mi R me] 


■ COCOA CSCE (10 tones: Vtannes) 


■ LEW MOOS CAE (MXOOfct ctoMn) 


tay 

1542 

—28 

1566 

1538 4,757 12X87 

Apr 

51.425+8X50 5050 51X73 2X23 

4X22 

JH 

1566 

-25 

1588 

1563 5,439 21X87 

Jm 

60.725-0450 61.175 60550 4X16 

MX® 

S*P 

1592 

-S3 

1613 

1591 

961 9X69 

JH 

59X50-0675 59X00 59X50 1X16 

5X40 

Dae 

1828 

-22 

1647 

1626 

383 14X04 

Are 

57X75-0500 57.750 57.000 589 

3X5B 

Ur 

1062 

-19 

1674 

1680 

26 8X46 

Oct 

54X00-0425 54X00 53X00 370 

3,165 

tay 

1682 

-19 

1687 

1687 

57 4,184 

Dac 

53X23 -0X25 34.700 83X50 330 

3X67 

Total 




11X18 74X83 

TatH 

9X73 

34X83 

■ COCOA (ECO) (SOfWtaam 



■ PORK BHlffS CHE (WflOHn ntaflaO 


Apr 13 



Price 

Plan day 

tay 

58X25-2125 60X00 5&15D 2.113 

4X13 

oar — 

— — 



- 

128290 

JH 

57X75 -2X00 59X00 56X00 1X30 

2X47 


ENERGY 

■ COUPE OX NYMEVilOUd iaircta. Standi 

LttM taTi Opaa 

prtea dmp UgB Lara W U 

May li?7 -CCS 15 35 1511 3 857 33*37 

Jn 1513 -t}U 1573 15 46 15459 100 Ck 

M 15 07 -C01 T5C 1586 2527 4X505 

M tfior -OUT mrc 1611 TOGO 25 666 

Sep 1X42 -CM >6 48 1X35 1J63H14I 

Oct 1lL£4 -017 - - 443 175n3 

ToM 51,475472070 

■ OtUDC 00. J* .-Starrm 

UfitH Oafs Open 

pita cta«e Up Lm W M 

Ur 1372 -c:x 13 73 11 Hi 1X811 23 507 
■ton 14 «c .C25 MIS 13.97 ;s.9M 73793 

M *- 45 -021 14 48 14 3? 2.799 3503 


tay 

7350 +050 

- 

- 

. 

219 

Sap 

7225 

- 

- 

- 

10 

tar 

74X5 

- 

- 

- 

632 

Jan 

7825 

- 

. 


94 

Mar 

78X5 

- 

- 

- 

1 

TOM 




1 

858 


: UPFE (5 tomea; 5rewn) 

1840 +34 TflTD 1034 2234 19.707 

1685 +33 1810 1875 2,014 17053 

1840 +28 I860 1830 237 3558 

WOO +28 1820 1810 33 1,485 

1760 +28 - - - 111 

1720 +23 - - - 22 

40U 42JOB 

: V CSCE (3700006; mKflH 


54075-1000 5X950 34.100 2B3 
51000+0275 5X000 51000 3 

40000 +0.400 50000 4X750 28 

3J05 


LONDON TRADH) OPTIONS 

Strike price S km -Celt— -P 



tag U7X -0 19 14 .a 1469 606 17,906 

Sap 15 CO -070 1502 1494 139 11053 

Oct ISIS -ai6 1527 1526 215 9 23* 

TaM ta aft 

■ HEATW6 QB, WP .COM US p>. c.T5gfcl 

Utat D»»*» Open 

pita ctM«e Mgfc Leer M W 

Hey 42 B0 -C01 4290 42 30 X340 42232 

Jw 4C;>. -0 08 43 .a 4320 4.097 77271 

M 44SJ -003 44 60 4420 772 19.136 

45*3 -C 03 S5t5 4530 312 13 GEE 

Sep 4rsa -0 13 46S5 4640 122 11 24C 

Oet 47*5 -013 47.90 4750 41 7X18 

TeW 13J9717X71I 

■ CAS OB. PE Stow 

UtW Difi 0pH 

Bta ctaage Mgh LM M U 

tay 132 00 -2M JSXu I3i» 7253 34.911 

Jn mrr. -3« ir^sc ihm 3.013 TS 2 G 

M l-'X.ri -1^ Ii72£ 136 50 71 ’ 9S64 

Abb 1W>5 -2£3 14000 123^ 1G0 9237 

Sep 14225 -25 0 :<X 75 14X75 13 10233 

OH TttOO -?«J 14SD0 -.45 00 664 12211 


M Wy*i Opn 

prtoi rtange Mgh IM M W 

81 M -0.35 8750 fl! 4S 103 623 

81 90 -0 35 5280 8140 73 :-*S 

8195 -840 83.80 8190 25 2.527 

8205 -045 82 35 01 £0 r.XT 1XS59 

8220 82.50 8250 3 1570 

82X0 -4155 8100 S2l» 112 5.4» 

8JS1 9X578 


712 1364 
160 9587 
123 10233 
664 12211 
1X229137X47 


PRECIOUS METALS 


■ uns ■susn hmct 

(Pitas mvM by H II ftoBsdMdl 


BMUiayoD 

cut 

Opeang 

Hamtab 

jUhnoM b 
ISyVMflb 
QtyiUw 
RMOUSdDM 


S pte 
3DXTD-IS20 

TOto-msc 

3HM 
303 50 
31000X1040 
10630-308X1 
39640-30990 
iCaMLwIaa 
... 4 39 6 


t cow 3 t con 


■ WATWALMSSt IQMriBiigpBqglBBW 

Hiy - 2C<5 

jw ejic+u.oia - - - isoo 

Tow 90S 

■ HMWALBM vnet C:OOC [net; SnaflBbl 


Wfcr cfeenpe Igb Ura M M 

2545 14CS 32,E14 49OTI 
2F25 +C341 2575 1490 :3.«5 36.193 
2570^027 2590 2520 6 437 22.314 
2570 *1227 22*5 Z52C 4449 19.fi* 
2563^0* 253C 2LSC0 230 15294 
1317 111* 


4L23 ISHWns 


Imta. ... 

,....4.18 


SMarRx 

pftwet 

US Ctseqnr 

Spot 

38330 

64100 

3 Banks 

38355 

633.55 

6 manta 

33385 

63610 

rjBir 

3*3.75 

63125 

eoMcata 

3 pu 

E BXW 

Kngerom 

307-310 

182-18* 

HspH teat 



Hyw 50MWI 

73-76 

*3 JS 


WMO (C.OCfl US pfe. CIS WBL! 



latat Dart 



8pW 


pika change Mg* 

law 

W M 

My 

»15 

+CX 

S 23 

4950 11225 42X18 

Jaa 

51 40 

+815 

51.50 

aas 

ia?34X8S 

JH 

5215 

+003 

5135 

5175 

1.025 ll£75 

Aug 

52 SC 

+CXJ 

52X5 

5220 

406 13.142 

S*P 

3215 

-C 12 

S1ED 

51.71 

483 10X73 

on 

ToM 

51X5 

-Offi 

51 25 

51 15 

I 3769 
UX3B17XH 


■ SOTMSAHS C8T (5-OOta Me; wtrtttb hrtw6 

Ml 63025 +100 63X00 GZ7 75 2X467 5X942 

JH G31.i*5 +X50 634 00 G29D0 11,381 50,746 

Ac« 63200 +425 633 75 62900 780 11269 

Sap 61000 +200 61X00 61550 382 ZX39 

Jbv 60775 +1 25 61050 60X50 4X75 3X523 

JM 61X50 +1X0 617X0 61400 212 1,485 

Tow 40X55 mne 

■ SOTMSUI OP. CBT [GaOOOte caWIM 

tay 2784 +8X1 27XS 27.48 7X38 5X236 

JH 23 10 +0 28 2X15 27.70 6X31 62X36 

2796 +024 27X9 27X8 691 12066 

Sap 27.70 +030 27.75 2740 229 7075 

Oct 7120 +027 77XO 2£96 199 6.061 

Dec 27 00 +03? 2710 2670 2425 1X133 

TOW 17X77 157X38 

■ jOIMBBMI HEAL C8T (100 tes Snoa) 

tay 1566 +02 1574 1562 1X935 43X69 

ta 15X7 +01 159.7 158 3 6X28 43X00 

tag 1599 -01 1610 1597 1X04 15X74 

Sep 160.7 -0.1 162.0 1606 402 11XOS 

Oct 1602 -0.4 1620 1602 195 5287 

Bee 1G2X -0 7 1G4JS IB2X 1,137 16X87 

TeW 31X34 137XS1 

■ POTATOES ufffi QO Monet C per tamel 

tay 720 +40 IZ0 ng 19 XI 

Jn 800 ----- 

tar 540 - - - - 3 

tar 82D - - - - - 

API 1520 +1&D - 445 

tow mm 

■ fUBBTT (BFFSQ UFFE CSIfttaw poM) 

AW 1030-10 - - - 501 

t' V 1050 -15 - - - 279 

JH 955 -10 - - - 318 

Oct 1095 -10 138 

Jn 1110 -10 - - - 58 

TOW 0 1X68 


PULP AND PAPER 

■ W68QHLX 6156,24 Hr ay 

SHI Bay*» Open 

pin chnoa Hgb Im M W 

Jm 540X0 +1175 540X0 536X0 40 470 

Sip 55500 +725 559X0 55600 45 VS 

T«W M 773 

Rmass DATA 

At lUradnsvcM byOWS. 


Spices from Man Preduaen 
Pncss in USS per tonne. Blade pep- 
per was the most active and firm 
malwt of spices purine me week. 
There were smafi arrivals of the new 
crops from bxSa and Vietnam, but the 
supply position is tight enp prices are 
expected to s trengthen further. AT5A 

55.750 spat, $S£0Q FAQ. Whte pep- 
per supply a ha re mains tight with 
prices around $800 spot New crop 

56.750 OF. 


tay 

JH 

153X0 

148.10 

+050 154X5 151.00 7X37 11X68 
+090 148X0 145X0 4j020 8X15 

(99.7%) LAE 

Jm 

Sep 

Jm 

Sep 

Sap 

141X5 

♦005 141X5 139X0 831 5*431 






Dec 

134X0 

+0X0 134X0 132X5 506 4X83 






tar 

■ky 

TfM 

■ core 

130X5 

128X5 

EEOCtflf 

+025 13075 13000 46 1X19 
+8X0 - - 19 685 

13,151 32718 

■ COPPB 
(BnkAJLME 

1700 

Jin 

tzz 

S«P 

149 

Jn 

21 

Seo 

53 
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15 day nerage .. 
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-1 2028 
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tay 
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JH 

tay 
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■ TWTl S -Afl LffE (50 bin. S/tomel 
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Are 

fld 

255X 

2E1X 

-3X 2S7X 252X 3X31 15,744 
— 4J 2B3L5 2S9X 914 8X13 

■ COCOA UBE 

tay 

JH 


JH 

Dae 

2657 

-46 2668 268.6 54 1X52 






Mr 

272X 

-10 2710 Z72X 3 1X24 






tay 

ToM 

2704 

-26 277X Z77X 1 504 

10X27 

■ 81107 C80DE PE 

Jan 

JH 

Jm 

JH 
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37 
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CROSSWORD 

No.9”656 Set by AJLA.UN 


643 *0.13 9X5 920 8X02 52X21 
610 +009 928 698 BL929 55,101 
638 +007 653 630 2X65 444SB 

677 +OX7 691 670 1,110 20X53 

683 +0 08 680 675 37 2X02 

9X9 +0.08 684 9X4 10 3,497 

16347188X81 

MHracoxooteciwMte 

6241 +ai3 6260 62X9 2483 15X99 
64X0 +002 64.15 63X5 3X79 23X03 
66X1 +0.11 66X5 68.75 50 3X30 

6822 +017 6825 67X5 2X44 31X67 
66X3 +006 69.65 6630 399 6X57 
TWO +0X5 - - 43 24W 

9247 87284 

165 JOKE WCE DSXAAtg corvU} 

6660 +025 9720 96X0 1.45S 12X97 
9690 +040 10075 9640 818 8,753 
10205 +045 103X0 10250 262 4X74 
10520 +020 10550 104X0 527 3J73 
107X5 +0X5 - - 22 1258 

11615 +065 109X0 109X0 - 749 

3X86 3ZX82 


Open uem M ttfaw ftp Amu tar cafe* 
Nfcd ■ DOMEX. MICX, CBT, NVCE. CHE. CSCE 
ad FE OrwJe Oi «re ooe Oat h anaan (Mane a 
Open tatamt tateta are tor d treksl ongte. 


INDICES 

U Bwtan (Bar ItHCT = 1001 
AgrK Apr 9 anMagg year ago 

1655.3 1655X 16872 19559 

■ C88 fetam Bag 1967 . 10Q 

Apr 32 Apr 9 ntaifi jar ago 

225.40 22136 

K 6SO tan (Base ISO = 1001 

Apr 13 Apr9 monOi age year ago 

165.42 18671 161X8 189X7 


LONDON SPOT MARKETS 

■ CR8DE 06 NS par taHQ ++ 


DubU 

S11.iD-l.72x 
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Braat and (data! 

mi 2-3. 14 

031 

Bren 8kod (tay) 

mo-164 
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W.T1 

S1SXD-5X2* 
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■ OOPOOOOCaifWEiwnnt dtfcory Cf (B»«) 

nwakM Oawtae 

S1S6-1SB 

-2 

0*»0« 

8133-134 

-25 

Heavy FM (■ 

168-70 


taptoa 

S123-125 


Jet tael 

SM2-144 

-1 

OtaM 

5*37-138 

-2 
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P— * 

I Vi 


'■L+fc*^ 
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■ ajorneu.64S( 
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1 0WI) JS9 


UK WMHOME 

mas (liLwiit 



Me— tin 

-2900 

» " 

529X25 

Akamaknriky 

-M0 

to 

49X30 

Ctooer 

-a am 

to 

323X36 
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-275 

a 

106J3 

KM 

-312 

a 

6472 

Zac 

-3» 

to 

470,735 

m 

-23S 

to 

6X70 


Ud(pertay<B>f 
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Sfcer fiwr tay Otf 

641.00c 

+850 

PUtomMUertayiK) 

seaoo 

+1000 

MaHca gwr tay 

$318X0 

+31X0 

Copper 

®L0c 

+4.0 

Uad flJS predL) 

as m 


Tto Lempu) 

20X3 r 

+048 

Tn Otar 

268X 


Cads (be wVH) 

87X8p 


StaW 9m MW 

KE97p 

+457* 

rpshhw 

72J3p 

+4X4* 

Lrn. tey wgar pae) 

523240 

ODD 

Lm. day sugar (wn 

S251XO 

-4X0 

BtokyEre. tad) 

ure 

8M« (US M3 fttm} 

n os. oo 


Meat (US Dsk MorffO 

ueq 


mnrmif 

<755p 


AtobwttadV 

48X5P 


Butter SO RSSNM) 

287JSH 

+6X0 

CDeomr OB (PHI* 
PataU (Utay£ 

555Xy 

fiBU 

■5X 

+400 

cawiiwfi 

S367Xy 

-25 

Sowbeana f)S) 

IBEX 

-70 

QHB DrikUlCA' Met 

«W 


[petaetawnat; 

apataata c a eita +n 


HHMgeMfaeV 
iitac 9 mb nita 9 cr 
'Ctageoaaata iDaul ■ m 


ACROSS DOWN 

1 £? r8elves 1 the methodical like 

j u have" is the due she'd 

4 *? * rTan 1? e ^ to have solved (8) 

e nSiSS 11 * ® 2 Goes on - or returns (8) 

9 wS lauriJri thlrt 2 J«JberthatwffllnilsS(6) 

10 S^id 5 ™®,mjstake is holding a 

10 ^end moefa time on trips preliminary event (4) 

iq , - 6 Standing to lose one's eiri- 

“ ss* 'An 60,11 sswr ^ ta most 

7 ^sfw jmb 

isgtadaytogomtoseeher 8 The soSd-so iSSTtm 

W for /A 

JI ?Sfa rantlmm saisa 

25 ^avoisl Besa by red tapeJ 18 Slow draw (8) 

26 1336 *** was cover- S pSundtoe^w^BD 

nne \S) ments on page one (8) 

29 vAtarJELnAPta 

30 The same people make the 
contribution (8) 

81 Among those expected to 
win. was pipped (6) 

Solution to Saturday’s prize puzzle on Satzxrdav A-m-ii as. 
Solution to yesterday's prize Puzzled uSSgignS 
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LONDON STOCK EXCHANGE 


Footsie falls back after scaling intra-day peak 


F!SEM-&arelnta 


Equity &sres traded 
itmoM’tywftBiata* 
. -taoo 


SBQQ 


MARKET REPORT 


By Pttflp Coggan, 
Maitets Editor 


The UK stock market 
returned from its holidays 
yesterday rather like a child 
devouring an Easter egg. In 
the morning, investors' 
showed a ravenous appetite 
for stocks, driving the FTSE 
100 index up to an intra-day 
high. In the afternoon, Indi- 
gestion set in. 

The spark (or the latest 
surge in prices came from 
the US. where the two bank- 
ing mergers ann ounced on 
Monday prompted another 


round of speculation in 
financial stocks. The sector 
provided Footsie’s top seven 
performers of the day. 

There was also some 
decent news on the eco- 
nomic front Producer price 
figures, which showed a 0 2 
per cent month-on-mouth 
gain in output (factory gate) 
prices and a 1 per cent drop 
In input prices, confirmed 
that manufacturers were fac- 
ing little inflationary pres- 
sure on the raw materials 
front 

“We continue to expect 
that growth and inflation 
this year will both be below 
consensus expectations and 


that, as evidence to this 
effect comes through, then 
fears of higher base rates 
will fade." said Michael 
Saunders. UK economist at 
Salomon Smith Barney. 

"The next base rate move 
is likely to be down, albeit 
not until late this year.” 

Footsie duly forged ahead 
in the morning and at its 
best of the day the index was 
at an intra-day peak of 
6,1505. up 45. 

Profit-taking then set in. 
especially as continental 
markets retreated in the face 
of a weaker dollar. Just after 
3pm, Footsie was down 223 
at 6.0833. 


But Wall Street opened 
strongly, helped by the bank- 
ing mergers and some eco- 
nomic data that appeared to 
lessen the chance that the 
Federal Reserve would raise 
Interest rates. 

The Dow Jones Industrial 
Average was around 74 
points higher at the dose of 
London trading. 

Helped by the Dow, Foot- 
sie managed to hold on to 
the 6,100 level, closing down 
L4 at 6,104. L Hie 250 and 
SmallCap indices both edged 

ahead althinigh nei ther set 

a record. The former gained 
123 to 534L6. the latter 2.0 
to 2,6363. 


Sterling and gilts were 
fairly flat, giving the equity 
market little direction. 

Hi ere were some warning 
si gns far the market 

One of the more solid 
stocks, Associated British 
Foods, issued a sterling-re- 
lated second. half profits 
warning along with a fall in 
its interim results. 

There was also a profits 
warning from Drew Scien- 
tific, a diagnostic equipment 
company, and disappointing 
figures from the electrical 

pnginppr DOWdlUg & Mills. 

"This is a market that can 
only afford to look 
upwards," said Richard Jef- 


frey, Charterhouse group 
economist Tt win seize on 
any good news as a reason to 
go higher. 

“It could go on for a lot 
longer but I doubt whether it 
Is sustainable over six to 12 
months." 

But the team at Credit Sui- 
sse First Boston remained 
confident It said: "The low 
level of long-term rates and 
the prospect of a peak in 
short rates provides compen- 
sation for the lack of earn- 
ings momentum, particu- 
larly when set alongside the 
favourable flow of fluids 
background." - 

Volu me was 8073m shares. 
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Warning 

knocks 

ABF 

COMPANIES REPORT 

By Joel IGbaznand Peter John 

A cautious interim results 
statement hit Associated 
British Foods and left It as 
one of foe worst performers 
in foe FTSE 100 yesterday. 

Majority shareholder 
Garry Weston warned that 
the continued strength of 
sterling makes it "unlikely 
that last year's operating 
results will be matched”. 

Profits of £193m for the 24 
weeks to the end of February 
were towards the top end of 
analysts' expectations, but 
dealers said foe warning and 
general slowdown in trading 
bad triggered a wave of prof- 
it-taking in the stock. The 
shares lost 28 1 /* to 597V a p. 

Several brokers moved to 
downgrade current year 
profit estimates including 
Sally Jones at Credit Lyon- 
nais, who trimmed her prof- 
its estimate by £12.5m to 
£413m. She remains a seller 
of the shares on valuation 
grounds. 

NatWest Markets said of 
foe stock: "With little or no 
earnings growth in prospect 
this year, a premium rating 
remains vulnerable. 

Big hanks propped up an 
unloved market as the UK 
reacted to the latest US 
merger announcements. 

News that BankAm erica 


and NationsBank are going 
to link, combined with the 

a nnnnnpprnpn t Of a Smaller 

tie-up between Banc One 
and First Chicago, gave fur- 
ther impetus to a sector 
already boosted by last 
week's revelation that Citi- 
corp and Travelers are to 
join hands. 

The market saw HSBC as 
most likely to indulge in 
pflmiwg g^ nh-in Hn g diversifi- 
cation by. for example, buy- 
ing an insurer. The shares 
rose 43 to £2035. while Legal 
& General, seen as foe most 
obvious life assurance plum, 
gained 4 to 750p even though 
director share-selling 
suggested no deal was immi- 


nent Analysts said the lat- 
est US deals were a reminder 
that straight cost-saving 
agreements were still high 

Qn tt|A agpnria 

Those are the kind of deals 
foe market most expects of 
banks such as Barclays and 
National Westminster, foe 
former sector leaders which 
have been eclipsed by HSBC 
and Lloyds TSB. NatWest 
rose 40 to £12.00 although 
Barclays shed 5 to £1830. 
Lloyds was up 52V. to £10.75 
by foe close. 

Commercial Union led the 
composite insurers lower as 
analysts calculated the 
impact of Easter flooding in 
the UK. 
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■ London market data 
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Shares in the insurer 
dropped 5 per cent at one 
stage and other UK insur- 
ance stocks also fell sharply 
amid worries over the costs. 

Analysts suggested Royal 
& Sun Alliance, foe hugest 
composite Insurer, may have 
to pay out £90m and Guard- 
ian Royal Exchange esti- 
mated the cost at about 
520m. CU was working hard 
to get a figure out to foe 
market as soon as possible 
but analysts estimates the 
cost at about £50m. 

The Association of British 
Iikti t w estimated foe cost 
to Insurance companies of 
Britain's worst floods for 
nearly 50 years at £400m. 

But Others put riaims as 
high as Jihn. David Hud- 
son, insurance analyst at 
Credit Lyonnais, said that 
even claims above £lbn were 
not a huge morsel for foe 
industry to swallow. 

But he said they could be 
symptomatic of a chill wind 
in the sector. "Suddenly the 
luck seems to be running out 
somewhat. The news flow is 
getting worse.” 

CU traded off 63p but 

ended the da y fmTy 15 down 

at £12.65, Guardian fell 7% to 
432‘/*p and Royal & Sun Alii- 
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ance ll'A to 77lp. However, 
General Accident ended a 
net 34 higher at £15R2 after 
the stock exchange was 
-forced to adjust prices at the 
close of foe previous day. 

Strong selling was seen in 
Lonrho. By the close, turn- 
over had reached a hefty 
38m shares with most of foe 
stock said to have been sold 
at I02p a share. Hie shares 
eased 2 to 102p. 

Signet Group, with vol- 
ume of 40m, was foe most 
heavily traded FTSE 250 
stock yesterday. The shares 
edged forward to close at 
43%p. 

Wassail improved 7 to 
320p. News of the group's re- 
organisation is expected 
later this week. 

Cable & Wireless up 

Cable & Wireless gained 
10% to 748%p after foe com- 
pany confirmed ft has agreed 
in principle to sell its one- 
fifth interest in Bouygues 
Telecom, foe French mobile 
operator, to Telecom Italia. 

The UK telecoms group 
said it is also exploring with 
Telecom Italia opportunities 
for co-operation on their 
international networks and 
provision of services to 
global customers. 

In foe rest of the sector, 
British Telecommunications 
was a busy trade with vol- 
ume of Rim by the dose. 
The shares followed the 
trend and closed 2 off at 
658p. 

Mobile phones operator 
Orange was heavily sold. 


*nd the shares dropped 13 to 
411p. 

Smith Kline Beecham 
traded highw ahead of foe 
first of its research and 
development presentations 
but ended a net 11% off at 
788% on late profit-taking. 

At the presentation in 
New York, SmithKline 
announced it had go projects 
in its product portfolio and 
the development time of 
drugs bad been cut. 

Paul Diggla of. SG Securi- 
ties said foe comments dur- 
ing UK market hours had 
delivered "nothing earth- 
shattering but fha bits and 
pieces all looked pretty 
solid.” 

Results in the Nationwide 
first division resulted in. con- 
trasting fortunes for football 
clubs Nottingham Forest 
and Sunderland. 

Aim-quoted Nottingham, 
which looks likely to be pro- 
moted to the Premier 
League, gained 12 to 8Ittp. 
But Sunderland is now level 
on points with Middles- 
brough and fiharifem and its 
prospects for’ elevation are in 
doubt; the share s fell 39 to 
506p. 

Xnspec, foe speciality and 
fine chemicals company, 
jumped 34% to 2T7p after the 
group said it was grfHng its 
Antwerp business for £84m 
to newly-formed Ineos. . 

Centrica eased 3 to llW4p, 
with Warburg Dillon Read 
said to have downgraded its 

reco mm endation on the 
stock from "buy" to "hold". 
V olume was &3m 

Retailers Arcadia and 
Debenhams, created through 
the demerger of Burton 
Group, earlier rose 12% to 
450p and 10 to 377%p after 
Mor gan Stanley Dean Witter 
was said to have upgraded 
its recommendation on both 
stocks. 

The broker is believed to 
have placed an “outperform” 
rating cm both stocks. Mor- 
gan Stanley is said to have 
set a 12 month share price 
target of 4S5p for Arcadia 
and 425p for Debenhams. 
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Dollar weakness slows European surge 


EMERGING MARKET FOCUS 


WORLD OVERVIEW 


A fall in the dollar to a 
seven-week low against the 
D-Mark prompted a partial 
halt to the takeover-fuelled 
strength oF European stock 
markets yesterday, writes 
Philip Coggtm. 

Monday's two big US 
banking mergers bad earlier 
prompted another rally in 
the European financial sec- 
tor. as investors speculated 
that the region’s banks 
would seek to combine In 


order to compete. Wall 
Street also opened strongly, 
with the Daw Jones Indus- 
trial Average consolidating 
above the 9.000 level. 

But the US dollar has in 
recent years been one of the 
most important influences 
on European markets, given 
the boost the greenback's 
strength has imparted to the 
prospects for the region's 
exporters. 

"The dollar's appreciation 
explains much of the 
strength in continental 


European equities," accord- 
ing to Ian Scott, European 
strategist at Lehman 
Brothers. "Our house view is 
that the dollar/mark 
exchange rate will fall to 
DM1.65 by the end of the 
year. With our shorter-term 
valuation framework show- 
ing continental equities are 

overvalued, tbe region is 
clearly vulnerable to a rever- 
sal in currency trends. We 
retain our expectation of a 
near-term correction in mar- 
ket levels." 


European markets came 
off their best levels of the 
day in afternoon trading. 
While several markets set 
all-time lntra-day hi g hs , only 
Frankfurt, Helsinki and 
Stockholm set closing peaks. 

Asian markets were gener- 
ally weaker, with Seoul par- 
ticularly hard hit, falling SL5 
per cent. Although talks 
with the North Korean gov- 
ernment broke down yester- 
day. the won and Korean 
bonds were stronger on the 
session and the main factor 


behind the equity market 
decline appeared to be profit- 
taking. 

Meanwhile, the Australian 
market was another benefi- 
ciary of financial merger 
speculation and dosed at an 
all-time high. 

Latin American markets 
have had a disappointing 

start to 1998, with the IFCs 
regional index down 3 per 
cent in dollar terms. 

Geoffrey Dennis, global 
emerging market equity 
strategist at Deutsche Mor- 


gan Grenfell, says he is con-, 
fident that regional govern- 
ments will take the. neces- 
sary action to tighten policy 
in the face of the deteriora- 
tion in their current account 
positions. 

Growth will slow but they 
will avoid an inflationary 
boom and bust, and he 
believes this will be advanta- 
geous for investors in the 
medium term. . 


Haven from 
Asian turmoil 
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London market, Page 30. 
Currencies, Page 23 


Dow powers 
ahead to 


Paris slips in volatile trading 


EUROPE 


FTSE Actuaries Share Indices 


European series 


9,100 level 


AMERICAS 


Wall Street opened strongly 
largely on the back of good 
gains among cyclical shares. 
writes John Labate in New 
York. 

By early afternoon the 
Dow Jones Industrial Aver- 
age had gained 90.18 or 
about 1 per cent to 9,102.48. 
The broader market also 
moved ahead, with the Stan- 
dard & Poor's 500 index ris- 
ing 3.55 to 1.113JM. 

The latest first-quarter 
earning results - from East- 
man Kodak and Johnson & 
Johnson - provided mixed 
signals. Both sets of num- 
bers were in line with expec- 
tations. but while Eastman 
Kodak shares soared $3% or 
more than 5 per cent to $70Vi 
Johnson & Johnson slid Si to 
S72*«. 

“We've had some buying 
in anticipation of earnings 
reports," said Mary Farrell, 
senior investment strategist 
at PoineWebber in New 
York. Some shares, such as 
Eastman Kodak, continued 
to rise despite mixed earn- 
ings results: “People are 
looking well beyond the first 
quarter." 

Paper and metal stocks 
were among the day’s climb- 
ers. Among Dow stocks, 
International Paper rose 
more than 6 per cent or S3 1 ; 
to S54L after analysts at 
Goldman Sachs raised its 
rating to “market outper- 
form’’. 

Goldman also raised its 
ratings of Boise Cascade and 
Georgia Pacific. Boise’s 
shares climbed $2,! or 5.8 per 
cent to $39*1, while Georgia 
Pacific gained S3,’, to 871 *». 

The latest economic data 
suggested Inflation remained 
under control. The consumer 
price index was unchanged 


in March, while retail sales 
fell 0.1 per cent. Bonds, a 
dull market last week, 
regained some momentum. 
The price of the benchmark 
30-year bond rose '/. to 102g. 
yielding 5.911 per cent. 

Financial shares were 
mixed on the day after two 
new banking mergers. A 
raised rating by Donaldson, 
Lufkin & Jenrette for Pai- 
neWebber sent its shares ris- 
ing $3A or 7.2 per cent to 
Bear Stearns also 
raced 5.9 per cent higher to 
S6T/.. 

Tbe technology sector 
rose, sending the Nasdaq 
composite index up 6.91 to 
1,831.86. Smaller company 
shares gained as welL The 
Russell 2000 index was 322 
higher at 482.78. 

TORONTO continued to 
probe record highs, driven 
up by another strong open- 
ing for bank shares in the 
wake oF the latest round of 
banking mergers in the US. 

Canadian Imperial and 
Toronto Dominion were 
widely seen as potential 
merger partners and at noon 
the broad excitement across 
the sector had lifted the 300 
composite index 54.58 to 
7.710 in active trading. 

Canadian Imperial rose 
C$2.00 to C$55.50 and 
Toronto Dominion C$1 JO to 
C$70.05. Royal Bank of Can- 
ada gained 65 cents to 
C$89.75 and Bank of Mon- 
treal 70 cents to C$84.40. 
Bank of Nova Scotia added 
C$1.75 at C$42J5. 

Among industrials. Alcan 
Aluminium advanced C5I.Q5 
to C$45.20 and Northern 
Telecom put on 65 cents to 
C$86.65. BCE improved 10 
cents to C$56.30. Gulf Can- 
ada appeared to ignore a dull 
day for world oil prices, 
adding 10 cents to CSS.10. 


Leading bourses had a mixed 
day. A handful of fresh 
records were set, but the flat 
dollar and a slow start after 
tbe Easter break mostly 
made for subdued volumes. 

PARIS ended lower after a 
volatile session that saw the 
CAC 40 index trade within a 
range of almost too points. 
At the close, the index was 
off 26.82 at 3467.66. 

Where there was upside 
fizz it was mostly supplied 
by finanriaia with the latest 
round of US banking merg- 
ers sparking strong demand 
for selected h ank shares. 

Soci£t6 G6n6rale surged to 
FFr1,351 on a combination of 
takeover stories and a hot 
rumour that the hank was 
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Sao Paulo rises again 


SAO PAULO continued to 
mini* higher In early trad- 
ing. helped by the strong 
start on Wall Street and fur- 
ther steady gains Tor market 
heavyweight Telebras. 

Brokers said the pattern or 
trading was mixed and 
largely influenced by deriva- 
tives activity ahead of 
today's futures expiry. 

At nxldsession. the Bov- 
esp.t index was up 70 at 
12.191. Telebras added 1.4 per 
cent to RSI -17. 21. 

MEXICO CITY pushed 
ahead in light trading. Wall 
Street's early gains and 


hopes for a cut in interest 
rates supplied most of the 
momentum. Dealers said tbe 
hopes had been driven by 
talk of an auction of Cetes. 
the local T-bills. 

At midsession, the 1PC 
index was 10.44 ahead at 
4529.50. 

CARACAS turned lower in 
line with world oil prices. 
The EBC index slipped 55.02 
or 0.75 per cent to 7 .285.34 at 
mldsession. 

SANTIAGO showed little 
change. At midsession, tbe 
IPSA Index was up only 0.01 
at 102.55. 


unlikely to win the bidding 
for CIC. The shares settled at 
FFrl.305. a gain of FFr33 or 
2.6 per cent 

Suez Lyonnaise des Eaux 
improved FFr28 to FFrl.Oll 
ahead of next week’s results 
statement and Paribas put 
on FFr8 at FFr682. 

Insurance leader UAP Axa 
ended FFr22 higher at 
FFr720. 

News that two Italian 
rivals had agreed to develop 
a joint digital platform sent 
pay-TV leader Canal Plus 
sharply lower. The shares 
came off FFr80 or 7.3 per 
cent at FFrl.020. 

Hotels giant Accor shed 
FFr94 or 5.7 per cent to 
FFrl .561 and steel group Usi- 
nor was a nervous market 
ahead of its interim results. 
Sliding FFr4.30 to FFriM_20. 

Oils were an obviously 
weak feature. Total slipped 
FFr29 to FFr676 and Elf 
Aquitaine FFr26 to FFr736 
alter a dull day for Brent 
Blend, the international 
benchmark for oil prices. 

Eurotunnel shot ahead, 
rising 75 centimes or 14 per 
cent to FFr6.10. 

FRANKFURT punched to a 
record on the Xetra Dax 
which ended electronic trad- 
ing 55.73 higher at 5367.98 
t hanks to a strong run for 
computer group SAP and the 
banks. 

Manncsmann continued 


recent strength ahead of 
today’s news conference. 
The shares, which have been 
the subject of positive broker 

co mm ent and earn in gs 
upgrades, jumped DM17 to 
DM1535. 

But SAP were the firmest 
feature following an upbeat 
sales statement First quar- 
ter turnover rose more than 
60 per cent and the shares 
jumped Dm49 or 55 per cent 
to DM824. 

Banks moved higher in the 
wake of the overnight news 
of two big hank mergers in 
the US. Deutsche B ank 
added DM1.35 to DM152.75 
and Commerzbank DM2.11 to 
DM72 AO. Dresdner added 
DM7.75 to DM95.40. 

Volkswagen fell foul of 
negative output news, shed- 
ding DM48 to DM1,460 and 
BMW gave up DM28 at 
DM2.141. Continental rose 
DM1.40 to DM53.90 after Leh- 
man Brothers lifted warning* 
estimates for the tyre group 
and stepped up its target 
p rice t o DM60 from DM54. 

ZURICH was led higher by 
financials and tbe SMZ index 
ended up 433 at 7,667.7. CS 
Group jumped SFr3.50 to 
5FT23&50 and Zurich Insur- 
ance rose SFi21 to SFr923, 
although dealers said that 
talk of a link between the 
two was “most likely wide of 
the mark". Among second- 
line cyclicals, Georg Fischer 
rose SFr24 to SFrSoQ after a 
recommendation by a local 
bank. 

AMSTERDAM closed mar- 
ginally higher but earlier 
gains led by financial shares 
were eroded by a weaker dol- 
lar. The AEX index closed 
up 5.97 or 0.5 per cent to 
1.174.64. 

Shares rallied in the morn- 
ing as the spate of hanking 


after a volatile session led by 
futures trading. The general 
index rose 1.2 to 917.45 after 
a futures-led sell-off erased 
earlier gains. 

Shares that have gained 
strongly over the past few 
weeks declined on profit- 
taking. TelefOnica fell Ptal60 
or 23 per cent to Pta6,890. 

Tabacalera. however, rose 
Ptal80 or 4.9 per cent to 
Pta3,880. Investors were 
encouraged by the compa- 
ny's comments that demand 
for the retail tranche of its 
$2bn public share offering 
was strong. 

MILAN closed higher 
thanks to a fresh wave of 
retail buying. The Mibtel 
index finished up 477 or 13 
per cent to 35,342. Funds 
from retail investors contin- 
ued to support shares, 
although institutional buy- 
ing became selective. 


Banking stocks gained, 
ground on the mergers in 
the US. Banca Intesa rose 
L764 or 7 per cent to 1+11,567 
while Credito Italiano rose 
L88 to L8823. Telecom Italia 
gained L405 to L14.721 on 
reports of its alliance with 
Cable and Wireless. 

STOCKHOLM jumped 1.8 
per cent to a fresh record 
helped by a strong rise In 
forestry stocks. The general 
index rose 65.75 to 3,639^3. 

Forestry shares gained 53 
per cent on reports that 
North American and Scandi- 
navian pulp inventories had 
posted a blgger-than- 
expected decline. Store, the 
paper and pulp group, rose 
SKr930 to SKrl35 while 
MoDo gained SKr21.50 to 
SKx245. The two shares were 
also supported by recom- 
mendations by Goldman 
Sachs. 

Banking shares were also 
strong with Nordbanken up 
SKr2 to SKr5S and S-E 
Banken adding SKj- 4.50 to 
SK H2630 . 

ATHENS contained to gain 
ground, although there -wen 
signs of profit-taking late in 
the session. Sentiment was 
aided by the smooth sale on 
Friday .of 37 per. cent of 
Macedonla-Thrace Bank. The 
shares ended Dr263 higher at 
Drt 1,770 yesterday. The gen- 
eral index put on 1034 to a 
record 
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If there have been any 
.winners as a result of last 
year’s Asian currency tur- 
moil, which hit most emerg- 
ing markets, South Africa 
may be one. 

The crisis seems to barn 
enhanced the market’s quali- 
ties as a safe haven, and the 
decline in the value of Asian 
markets has increased South 
Africa’s weighting in the 
emerging market indices. 
The sophisticated level of 
corporate governance com- 
pared with other emerging 
markets has also helped. 

Net foreign buying of 
South African shares was 
$S.4bn last year, up fivefold 
from 1996, while this year 
overseas Investors have pur- 
chased a net $3.2bn. “South 
Africa has gained from the 
sorting out process of emerg- 
ing markets," says Jona th a n 
Gamer, analyst at Robert 
Fl eming Securities. 

But that is not all that has 
been supporting Johannes- 
burg, which closed up 112 
yesterday at 8.04&9. 

The market, which has 
gained almost 30 per cent 
since the start of the year, 
has been supported by the 
expected demutualisation of 
two of South Africa’s largest 
savings Institutions and by a 
spate of large-scale merger 
announcements within the 
banking industry. The 
rebound in the gold price 
has also helped sentiment. 

The demutualisation of 
Old Mutual and Sanlam, 
which plan to convert to 
listed companies within 18 
months, has triggered active 
buying of consumer-related 
shares on expectations of 
“windfall" retail spending. 
Since the start of January, 
the JSE furnishing and 
household sector has surged 
67 per cent while retailers 
have gained 22 per cent 

Meanwhile, last month's 
Anglo American and Rand 
Merchant Bank announce- 
ment that they would merge 
their hanking and insurance 
Interests to create South 
Africa's largest listed com- 
pany, followed by an 
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announcement by Liberty 
Life that it was in tie-up 
talks with Standard Bank, 
have fuelled a rally in bank- 
ing shares. 

The “unbundling", or the 
restructuring, of the large 
conglomerates has also been 
well received by investors, 
says Graham Bell at Stan- 
dard ftwnk in London. 

The euphoria surrounding 
demutualisation and corpo- 
rate and financial rationalis- 
ation has managed to over- 
shadow economic gloom. 
With annual gross domestic 
product growth filtering at 
about 2 per cent this year, 
sentiment had been sub- 
dued. 

Although bond yields have 
declined and inflation has 
been relatively controlled, 
consumer demand has been 
depressed while much of the 
economy is still affected by 
commodity prices. 

However, next year, eco- 
nomic growth Is expected to 
rise to about 5 per cent 

“Demutualisation has been 
a shot in the arm. Without it 
South Africa looks very 
unattractive," says oue bro- 
ker. 

John Clemmow at Investec 
Securities says shares may 
have already factored in tbe 
effects of demutualisation. 
“Investors should look at 
sectors such as fuels, steel 
and cement, which are' 
looking cheap.” he says. 
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mergers In the US supported 
the financial sector. Aegon 
rose FI 12 or 4.5 per cent to 
FI 27SJH) while Bank ABN 
Amro rose FI 1.10 to FI 55.10. 
Hoogovens. tbe steel and 
aluminium maker, lost 
FI 4.40 to FI 96.80. The com- 
pany was downgraded last 
week by Goldman Sachs. 
Unilever fell FI 5 to FI 149.50. 

MADRID closed higher 


Seoul drops on profit-taking 


ASIA PACIFIC 


A round of futures-led 
profit -taking swept SEOUL 
inwrr. pushing the Kospi 
index down 27.26 or 55 per 
cent at 467.63. Over the pre- 
vious four sessions the index 
h.id gamed almost 40 points. 

Brokers said most of the 
selling was derivatives 
driven. "It’s been an arbi- 
trage day. The won was solid 
enough but the weak yen 
kept foreign investors away 
and sparked the profit- 
taking." said one dealer. 

Among leading stocks. 
Samsung Electronics fell 
Wnn6.tM0 to Wun73.000 and 
Puhang iron and Steel gave 
up Won4 .300 at WanC.ooo. 

TOKYO weakened amid an 
absenre of now market- 
moving data and trader cau- 
tion ahead of the G7 meeting 
of finance officials and cen- 
tral bankers in Washington. 

The Nikkei 225 average fell 
4U.28 to 16,277.32 after a 163- 
point fall on Monday. 

The Nikkei £J5 managed to 
climb to 16,414.09 in the 
morning, partly because of 
new hopes that the govern- 
ment would soon unveil 
large corporate tax cuts. 
However, futures-related 
sales pulled it down as low 
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as 16.18A36 in the afternoon. 

The Tbpix index of all first 
section sbares fell 0.31 to 
1242.60, In Osaka, the OSE 
index came off 55.49 to 
16,691.26. Volume on Tokyo's 
first section was estimated 
at 260m shares, up from 
17&35m Monday. 

Deciiners outnumbered 
advancers 610 to 489. The 
losers were led by fisheries, 
steel and sea transport, and 
gainers by securities, ship 
building and mining. 

Personal computer-related 
issues attracted some atten- 
tion after a media report 
that the government is con- 
sidering introducing tax 


incentives to purchase per- 
sonal computers and other 
information-related equip- 
ment. NEC rose Y2i to 
Yl.424. and there were gains 
at Fujitsu, which put on Yi5 
to Y 1.475. 

HONG KONG improved 
thanks mostly to a strong 
day for market heavyweight 
HSBC which pushed ahead 
on the back of the latest 
round of US bank mergers. 

HSBC accounted for more 
than 20 per cent of the day’s 
total turnover and closed 
HKSa higher at HK$Z47 after 
hitting a peak of HK$249. 
The Hang Seng index ended 
7K32 better at 11.42034. But 
there were plenty of weak 
spots. HK Telecom shed 10 
cents to HKS15.5Q and Wharf 
Holdings 85 cents to 
HKSUL90. 

SYDNEY rose to a record 
high following keen demand 
for bank shares on merger 
hopes and talk of an interest 
rate cut ANZ Bank rose 54 
cents or 4A per cent to 
AS1LS8 and Westpac gained 
25 cents to ASH. The All 
Ordinaries index ended 35.1 
higher at 2A40J9. 

Among second-linens. Ten 
Network ended 1 cent lower 
at AS2-54 in volume of 5.5m 
shares after a Ion of a$2.47. 


Dealers said new sharehold- 
ers following the recent pub- 
lic issue looked to be taking 
profits. 

SINGAPORE continued to 
move lower with the Straits 
Times index losing 25.36 or 
1.6 per cent at 1JG6L55. Vol- 
ume was dull with institu- 
tional interest negligible. 

Property shares lost 
ground on worries about 
asset values. City Develop- 
ment shed 15 cents to S$7.40 
and Wing Tai 7 cents to 
S$i.4Q- Positive broker com- 
ment lifted ST Computer 
Systems 15 cents to S$l.72. 

TAIPEI fell for the fourth 
day running. The market 
moved ahead in early trad- 
ing but swung lower in weak 
volume as the session wore 
on. At the close the weighted 
index was off 98.53 or 1.1 per 
cent at S. 764.58. 

The heavyweight electron- 
ics sector, which tumbled 4J> 
per cent on Monday, fell a 
further 05 per cent Taiwan 
Semiconductor lost TS2.00 at 
TS145. 

KARACHI added 3L32 or 2 
per cent at 1602.05 on tbe 
100 index on selected buying 
of blue chips. “We're catch- 
ing up with the recent 
strength of Indian shares." 
said one broker. 
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£30,000 
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Ole Current Account Mortgagt 


WHAT MAKES THE CURRENT 
ACCOUNT MORTGAGE SO 
SPECIAL? 

This mortgage is designed to 
save you a huge amount of 
money - as much as half the 
amount of interest that you 
would normally expect to pay. 
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HOW THIS MORTGAGE COULD SAVE YOU 
£30,000 ON A £50,000 LOAN 

Most mortgages are inflexible and tie you into a 25 
year term. This can mean you pay a staggering 
amount of interest For example, a typical £50,000 
mortgage at say, 8.24% {8.60% APR) would end up 
costing a total of £68,260 in interest 

The Current Account Mortgage allows you to 
make extra mortgage payments - of any amount - 
whenever it suits. If you were to pay an extra £100 
a month on a £50,000 mortgage you could own 
your home outright within 15 years, saving yourself 
£33,129 in interest charges, because unlike many 
mortgage lenders we calculate interest on a daily 
rather than annual basis. 


M >bu can pay yoor mortgage off earty 
and sots EOOO's o? interest „ 
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■ rwwwgw vow .on wnongagG sctwicw ■ 
making ft carter to switch fenders*. .. 


iBonrow tq> to 90* of the value of tbe.. 
pro p er ty wftit a mW a iwn fcaojfac of 
£25,002. 1 ; V 


FROM A NAME YOU CAN TRUST 

The Current Account Mortgage is supplied by 
Mortgage Trust, the UK lending subsidiary of First 
National Building Society, one of the lar^st and oldest 
established building societies in the United Kingdom 
and Ireland, with assets in excess of £4 billion. . 


■ Savings ite£peaiwlii»i returns or 
' t ra ri W d n af deposit accpuats.- " 


To find out what huge savings you can make with 
The Curren t Acco unt Mortgage, please call fora 
free illustration aid information pack on 



M Make extra payments of any amooat, 
. : to reduce amotmt owed. Instant 


0800 550 551 
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■As aecessateata ament account 
' wttfr a monthly statement ■ 


Lines are open 8.00am - 8.00pm weekdays 
9.00am - 1.00pm weekends 
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Sir William Atkins House, Ashley Avenue, 
Epsom, Surrey KT18 5AS 
WURHOMEiSArRBKlFYOUDONOT 
KEEP UP REPAYMENTS ON A MORTGAGE OR 
fffHER LOAN SECURED ON IT. 
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Mr Yeltsin is flexing his muscles 
again. Yet rebuilding Russia is a not 
job for a single autocrat but for the 
whole nation, says Chrystia Freeland 

Time to recreate 
the state 




» 



“I am the master here. I 
created the parliament so it 
would advise me, not order 
me about." These are the 
words of Nicholas n, Rus- 
sia's last tsar. But they could 
just as easily have been 
uttered by Boris Yeltsin, the 
country’s first democrati- 
cally elected president. In 
one of the great ironies of 
modern Russia. Mr Yeltsin, 
the leader who ended Rus- 
sia's unbroken tradition of 
dictatorship, is, in his heart 
of hearts, more than a little 
bit of a tsar. 

Since the collapse of Com- 
munism. this contradiction 
between President Yeltsin 
and Tsar Boris has haunted 
Russia's political evolution. 
Now. as Russia slouches 
toward tbe third millen- 
nium, and presidential' elec- 
tions scheduled for 2000, the 
Kre mlin chiefs complicated 
character has again seized 
centre staga 

Unhampered by a physical 
and mental frailty that 
might tempt ordinary mor- 
tals into retirement, this 
spring Mr Yeltsin reasserted 
himself as Russia's domi- 
nant politician by abruptly 
sacking his entire cabinet 
Mr Yeltsin’s radical move - 
which left the country with- 
out a government and raised 
the possibility of pre-term 
parliamentary elections - 
has underscored the extent 
to which Russia's fragile 
democracy is dependent on 
Its elected autocrat 


"One thing is clear. Yelt- 
sin has a galp -matte Virnift oTf 
political figure number npe , 
everything is dependent on 
him." t .ilia Shevtsova, a Rus- 
sian political scientist says. 
“He has a TTUMarfanir convic- 
tion that he is the only ruler 
for Russia." 

Over the past decade, Mr 
Yeltsin’s self-confidence has 
stood Russia in good stead. 
It gave him the chutzpah to 
stand down a hard-line com- 
munist coup from the roof of 
a tank in 1991 and to fight 
the Communists in the 1996 
presidential elections with 
such vigour that, he suffered 
a heart attack mid-cam- 
paign. 

Mr Yeltsin’s autocratic 
streak also gave him the 
muscle to force through 
painful economic reforms, 
particularly privatisation 
and financial stab ilisa tion 
These initially unwelcome 
reforms laid the foundation 
for last year's tentative eco- 
nomic revival of 0.4 per cent, 
and have given rise to pre- 
dictions that the economy 
will grow more vigorously in 
the future. 

However, while Russia 
may have needed a messiah 
to lead it from the tomb of 
wmmunitm, the old order 
has finally been te mnUah^vi 
Russia's challenge today is 
to create a new one to take 
its place. 

This is a difficult task. 
Russia Is plagued by two 
major shortcomings, one old 


and one new. The old prob- 
lem. almost as old as Rus- 
sia's history as a nation, is a 
lack of grass-roots, demo- 
cratic institutions. The new 
one, in stark contrast with 
much of Russia's past. Is the 
weakness of the state. 
Rebuilding both is not a job 
for a single tsar-reformer, 
but for the country as a 
whole. 

Start with the state. Far 
all Mr Yeltsin's masterly 
posing, he presides over a 
state unable to fulfil many of 
its basic functions. Tax col- 
lection is desperately low 
and, after a slight improve- 
ment early this year, seems 
again to have sagged. As a 
consequence, the public 
finanpBR are run with a sort 
of amateurish desperation, 
with the Russian treasury 
forced last year to call on 
George Soros, the western 
finanrdw and p hilanthr opist. 
to tide tbe country over as it 
awaited revenues from a 
eurobond. 

Even physical coercion, 
the most fundamental 
monopoly of a state, has 
slipped out of the govern- 
ment’s control. In Moscow 
last autumn an entire unit of 
policemen were discovered 
to be moon-lighting as pri- 
vate assassins. 

Unable to rely on a police- 
force that can be bribed to 
kill tbe citizens it is pledged 
to protect, Russia's wealthi- 
est citizens have built up 
their own private armies. 
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co mmanded by ex-KGB offi- 
cers, in order to defend their 
windfall fortunes. 

"Russia is a state with a 
400-year history of a strong, 
central authority,” says Mik- 
hail Friedman, head of the 
Alfa Group, one of Russia’s 
leading financial-industrial 
empires. “Only thank* to 
this authority did Russia 
survive as a unified state. 
Now, for tbe first time in our 
history, we are suffering 
through a period of weak 
central authority. The state 
Is demoralised.” 

If the state is demoralised, 
then society is suffering 
from clinical depression. 
Systematically broken into a 
mass of disconnected and 
powerless individuals by 
seven decades of commu- 
nism, Rnssia today lacks the 
institutions that make up 
civil society. 

Trade unions are weak, 
under-financed and dis- 
trusted. political parties are 
either small or subservient 
to the Kremlin and the 
media is in the grip of the 
country’s financial barons. 
AH of thta TnAMnp that ordi- 
nary Russians ■ have -almost 
no levers with which to 


A* 


influence their rulers. 

As Grigory Yavlinsky, 
leader of Yabloko, Russia's 
liberal opposition, explains: 
“The lack of civil society, the 
lack of democratic institu- 
tions, has become one of our 
most important problems. 
The government was 
extremely passive in creat- 
ing civil society.” 

The combined weakness of 
the Russian state and Rus- 
sian society has created fer- 
tile ground for the emer- 
gence of what Mr Yavlinsky 
calls "strange flowers". 
Without the restraint of a 
strong central authority or 
of powerful, mass-based 
democratic institutions, Rus- 
sia Is ruled by a haphazard 
collection of individuals and 
institutions lucky and cun- 
ning enough to take advan- 
tage of the power vacuum. 

Most prominent among 
them are the Moscow-based 
financial and industrial mag- 
nates who bank-rolled Mr 
Yeltsio’s re-election in 1996 
and have since emerged as 
one of the most important 
forces in Russia. In public, 
these magnates have taken 
to denying their influence, 
but in private they refer to 
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one another as "oligarchs" 
and they have a voice In the 
most decisive issues of state. 

Russia’s charmed circle 
also Includes the heads of 
monopolies stiD nominally 
controlled by the state, such 
as Gazprom, the natural gas 
giant, and the country's 
mighty provincial governors, 
whom Mr Yavlinsky com- 
pares to “feudal lords”. 

All of these strongmen 
derive their power from the 
weakness of the institutions 
of state and society. As Mr 
Friedman, generally counted 
one of the “oligarchs", puts 
it: “The influence of the 
bankers begins where tbe 
fulfilment of the laws ends.” 

For many ordinary Rus- 
sians, this is a sad outcome 
to their euphoric revolt 
against communism in 1991. 
According to Vitaly Markov, 
leader of a coal miners’ 
union in the Kuzbas, a 
Siberian region whose anti- 
communist protests helped 
push Mr Yeltsin into the 
Kremlin, he and his com- 
rades feel betrayed. 

“Many people foel 
deceived now. For a small 
nest of people ' life- has 
improved, but for most of us 


it has got worse," he says, 
black-faced from the mine 
and shivering slightly in the 
Siberian cold. "Our union 
supported Yeltsin, but what 
kind of a democracy can you 
call this? They gave us free- 
dom of speech, but it doesn’t 
mean anything. They don't 
listen to us." 

Yet, frustrated as they are. 
even the losers in Russia's 
post-communist transition 
have been transformed by 
the greatest gift of the Yelt- 
sin revolution - freedom. 
Russia's democratic institu- 
tions may be ineffective, and 
the state may be unable to 
perform its most basic func- 
tions. But this feebleness has 
one precious fringe benefit 
For the first time in their 
modem history, Russians 
are no longer enslaved by an 
authoritarian state. 

The big question Russia 
faces today is whether it will 
be able to use this freedom 
to enrich the lives of all of 
its citizens, or become, as 
same liberals fear, a sort of 
Marxist parody of capitalist 
democracy, with a small oli- 
garchy of moguls lording it 
over everyone else. 
Continued on page 12 
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flies with Austrian Airlines .* I 
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Some things in life are so 
simple. A smile for example. 
It says everything about a 
person. Or about an airline. 



So we have no excuse. 

If we want to find out if 
you're happy travelling with 
us we just have to look at 

Austrian airlines > 

The Most Friendly Airline. 


you. It will be written all over 
your face. 

Visif our most friendly website 
htt p://ww.a ua.com 
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Reformers say 
government must 
control capitalism 
and redistribute 
its fruits 

The young market reformers 
who sprang to power after 
the collapse of the Soviet 
Union wed to argue - with 
grim humour - that they 
only had to accomplish two 
tasks: to rebuild the private 
sector and to rebuild the 
public sector. 

More than six years later, 
they may reflect that the for- 
mer has been a lot easier to 
achieve than the latter but 
that both challenges must be 
overcome If a true market 
economy is to {Unction in 
Russia. 

In many respects, the 
reformers have made 
remarkable progress in 
smashing the Soviet-planned 
economy allowing the pri- 
vate sector to break through 
the rubble. 

The bulk of state enter- 
prises has been privatised, 
the foreign trade regime has 
been liberalised and run- 
away inflation has finally 
been tamed. After a decade 
of contraction, Russia's 
grass domestic product rose 
by 0.4 per cent in 1997 and 
may climb to 2 per cent this 
year. 

But the omissions in the 
reformers' handiwork are 
still experienced by millio ns 
of long-suffering Russians 
every day. The state’s diffi- 
culties in collecting taxes 
have resulted In spasmodic 
payments to pensioners, sol- 
diers, teachers, coal miners. 
The trade unions r-iahw pub- 
lic and private sector wage 
arrears have grown again 
this year reaching a record 
Rbs57bn ($9.4bn). Not only is 
this a massive social injus- 
tice; it also erodes popular 
support for the very concept 
of "market reform". 

The absence rtf a proper 
bankruptcy regime has also 
contributed to the build-up 
of inter-enterprise debts 
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within (be economy, esti- 
mated to be $L30bn (or equiv- 
alent to about 25 per cent of 
GOP), and the crippling 
prevalence of barter trade. 

The lack of an impartial 
legal regime has deterred 
investment and encouraged 
crime. A corrupt and 
obstructive bureaucracy has 
stifled the entrepreneurial 
instinct leading to a low rate 
of new business formation. 

The chief challenge con- 
fronting Russian economic 
reform is therefore to rein- 
vent the functions of the 
once-omnipresent state. 

The reformers argue that a 
slimmer, smarter state must 
play a greater role in regula- 
ting Russia's unbridled capi- 
talism and help redistribute 
at least part of the market's 
fouits more carefully to the 
most disadvantaged, it is 
only by creating a just and 
supportive public sector that 
the private sector can ever 
truly blossom and win the 
confidence of both the 
domestic populace and for- 
eign investor. 

That challenge has cer- 
tainly been acknowledged by 
the government in principle, 
however hard it may be to 
Implement in practice. 
Before bis dismissal from 
the government last month, 
Anatoly Chubais, Russia's 
leading reformer throughout 
the period, said that it was 
now essential for the state to 
strengthen - though not 
broaden - its role in the 


economy. 

“The principal, basic func- 
tions of the state in Russia 
are performed badly, unpro- 
fessionally, corruptly," be 
said. "Therefore 1 consider it 
absolutely essential that the 
role of the state should be 
sharpened, strengthened, 
fortified, defended. 

"Who but the state can 
collect taxes? Who but the 
state can implement anti-mo- 
nopoly policies? Who but the 
state can fight crime? Who 
but the state can fight cor- 
ruption? In all these spheres 
the situation is very for from 
good, very far from satisfac- 
tory." 

Mr Chubais may have 
articulated those concerns 
most eloquently within the 
government, but Baris Yelt- 
sin. Russia's president, 
appears to have grasped 
them more instinctively. 

In reshuffling his govern- 
ment last month. Mr Yeltsin 
tried to bring to the fore 
young technocratic manag- 
ers who could implement the 
minutiae of microeconomic 
economic reforms rather 
than wage the great ideologi- 
cal battles that Mr Chubais 
had fought. 

'Decisive reforms are 
needed everywhere, in mili- 
tary as well as administra- 
tive reform," Mr Yeltsin 
said, when appointing the 35- 
year-old Sergei Kiriyenko as 
his prime ministerial nomi- 
nee. 

'Social questions which 



1996 1997. 


Fordpi dhectkamstmeotin 1997 
% of GDP 


i i i i I 



3% - 4% 5% 0fr - 7% 


have not been solved must 
be tackled immediately. We 
must not allow wage arrears 
to pile up,” Mr Yeltsin said. 

"New approaches are 
needed in work with federal 
ministers, in contacts with 
regional leaders. The public 
health system, education, 
and culture need special 
care.” 

But the government’s abil- 
ity to improve any of these 
areas will depend critically 
on its success in getting its 
public finances under con- 
troL 

For years, government 
fhranegs have been caught in 


Tlie Bank in the heart ot the country 



The Bank of Moscow was established in March, 
1995. It has developed very rapidly since then. In 
fact, ft is now among die largest financial institutions 
with total assets worth Rb 11.6 biBion (US$1 .9bn). 
As of March 1998, the Bank's authorized capital 
amounts to 400 million denominated roubles 
(US$65.9m), its stockholders equity - Rb 602 md- 
Bon (US$99.1 m). 

The Bank's business activities are concentra te d 
in Moscow, Russia’s capital, which is the heart of 
Russia's wealthiest region, engine of the country's 
financial and commercial rebirth. It has already 
opened 19 retail branches throughout Moscow. In 
future, die Bank plans to open its branches in the 
city's every municipal district. Its customer base 
consists of about 7,000 individuals, more than 1300 
corporate d tents and state-owned legal entities. 

The Bank of Moscow has been accepted as a 
principal member of die in ter na tional payment sys- 
tems, such as Europay IntL and VISA Inti 

To date, the Bank has invested $100 million in 
Moscow city projects. It has granted loans to firms 
operating in the fuel and energy sector, auto manu- 
facturing and food processing business, die 
Russkoye Bistro East food chain and supermarkets, 
as well as to projects of reconstruction of sports 
and leisure facilities. 

The Bank of Moscow is a multi-service bank, 
recognized for its reliability and excellence in finan- 


There is one Bank in the heart of 
Russia that differs from others. 
The Moscow Municipal Bank - 
the Bank of Moscow... 


dal operation of any scale. Its primary cask is to per- 
form (unctions of a cash and settlement and invest- 
ment center of die Moscow Government. The 
specificity of the Bank's work is determined by ser- 
vicing more than one thousand budgetary accounts. 
The Bank holds the Russian Federation Central 
Bank's General License #2748 and a license of a 
professional participant on die stock market. Also, 
it is a primary dealer on the GKO/OFZ market. The 
Bank of Moscow handles hinds the city has raised 
through its $500 million eurobond issue, directing 
die money into various projects approved by the 
city's Inve s tment-Economic Council. The Bank pro- 
vides direct access for its diene's transactions 
through the reputed brokerage firm Troika Dialog, 
an affiliate of die Bank of Moscow. The Barrie holds a 
Central Bank re g istra tio n certificate of a depository. 

The driving force behind the Bank is the 
Moscow City Government, which holds a 52% share 
in the Bank. However, according to Andrei Borodin, 
the Bank's young and energetic President, 
“Choosing who we work with and with whom we 
don't is based entirely on the market criteria.” No 
wonder, the Bank is considered weB placed co sur- 
vive and prosper in the turbulent times of Russia's 
transition to the market economy. 


For more information about mar banking 
and financial services contact us: 

Bank of Moscow, 36 Navy Artat 

Moscow, 121205, Russia 

Phone: (7 095) 290-833* (7 095) 290-8852 

fire (7 095) 290-7010, (7 095) 290-7912 

Welcome to our web site: hnp^/wwwjn m bankxu 


M o s c o.w Municipal Bank 

Bank of Moscow 


A nalysis of the way the 
Russian economy Has 
been functioning dur- 
ing the earliest 
months of 1998 supports our 
optimistic forecast the present 
year must and wW be the year 
of normal economic develop- 
ment of Russia. Though small, 
the progress that was made 
according to the results of 
1997, nevertheless, objectively 
creates sufficient prerequisites 
for consolidation and develop- 
ment of positive tendencies in 
the national economy. 

In the opinion of the Russian 
leaders, everything that leads 
to rise In the national produc- 
tion has the absolute priority 
now. It is impassible to achieve 
the object without a high 
Investment activity For the pre- 
sent we can only establish the 
fact that the rate of reduction of 
investments has sufficiently 
slowed down. Last year the 
Government managed to 
reduce Investment recession 
3.5 times as compared with 
that in 1996. The tendency to 
use Investments reasonably, to 
allocate them for the produc- 
tion and branches the products 
of which are in real demand, is 
ratifying, m the current year 
we expea increase In the tool 
volume of investments for the 
first time within the whole peri- 
od of economic reforms. 

Attractiveness of Russia is 
growing as for as foreign 
Investors are concerned. 
Capitals has gone to our coun- 
■ try - someone wfll hardly deny 
the feet today. In 1997 foreign 
investments in the Russian 
economy came to 10,5 milliard 
. US Dollars, which exceeded the 
corresponding index of the pre- 
vious year by 61 per cam. Let 
us note that Greet Britain, 
according to the data of the 
State Committee for Statistics 
of the Russian Federation, 
proved to be In the number of 
the leaders of countries - 
investors. Having invested 2.3 
milliard US Dollars in Russia 
during a year. Great Britain is 
second only to the USA and has 
materially left behind 
Switzerland and Germany. 
However it Is necessary to 
acknowledge that for the pre- 
sent amounts of investments 
from abroad are fat from being 
adequate to needs and capaci- 
ty of the Russian market Today 
Russia gas only 2 per cent of 
the aggre^te portfolio of world 
investments. 

Nevertheless, we are con- 
vinced that Russia's policy of 
openness of the economy in 
combination with its really Inex-. 
haustible natural resources, 
powerful scientific and techni- 
cal potential, well framed and 
relatively inexpensive labor 
force make our country one of 
the most attractive objects of 
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an ever-tightening vice as 
the economy has continued 
to shrink and expenditure 
cuts have grown era- more 
painful. But at the same 
time the government has 
been steadily accumulating 
new debts, which are becom- 
ing Increasingly costly to 
service. 

To buy time for reforms, 
the government has taken 
on big loans from the Inter- 
national Monetary Fund and 
World Rank and started issu- 
ing domestic Treasury bins 
and, most latterly, euro- 
bonds. By the middle of 1997 
the stock of domestic debt 


built up over the previous 
year amounted to UL5 per 
cent of GDP. 

In theory, that should 
prove perfectly manageable 
for such a naturally rich 
country as Russia; in prac- 
tice, it was the equivalent to 
total federal budget revenues 
over the same period.' 

The inherent fragility of 
Russia’s public finances was 
driven home in late 1997 as 
international capital mar- 
kets trembled in the wake of 
Asia's financial crisis. The 
central bank was temporar- 
ily forced to push up Interest 
rates to 42 per cent in order 
to defend the rouble but 
such a policy could clearly 
not be sustained far long. 

The risk was that high 
real interest rates would 
crowd out private sector 
investment delaying eco- 
nomic growth, increase the 
state's borrowing costs, and 
lead to an unsustainable 
snowballing of debt 

For the moment, that dan- 
ger appears to have been 
averted - assuming that 
events in Japan do not take 
a particularly ugly turn. 

Sergei Dubinin, governor 
of the central bank, argues 
that Russia has weathered 
the worst of the -storm and 


has been steadily lowering 
interest rates as investor 
confidence has returned. He 
estimates that interest rates 
could fall to less than 17 per 
cent by the end of year 
encouraging a pick-up in the 
economy; 

“We are really satisfied 
with the fact that we have 
been able to overcame the 
consequences of the finan- 
cial crisis which happened in 
world markets,’’ he says. 
. hi ghlighting the ease with 
which Russia was able to 
place a i-25bn D-mark euro- 
bond last month. 

While the central bank has 
been showing the mettle of 
its monetary policy, the 
finance ministry has also 
begun toughening up Rus- 
sia’s fiscal stance. Alexei 
Kudrin, the first deputy 
finance minister, has agreed 
a package of expenditure 
cuts with Stanley Fischer, 
deputy manag in g director of 
the IMF, amounting to 2 per 
cent of GDP. 

If implemented effectively, 
this “Kudrin-Fischer” plan 
could result in Russia run- 
ning a budget surplus 
(before interest rate pay- 
ments) this year for the first 
time since reforms began. 

However, the finance min- 


istry has yet to reckon with 
the political backlash that 
could result from its plans to 
cut back the public sector 
workforce. Mr.. Yeltsin, who 
had previously backed the 
Kudrin-Fischer plan, has 
subsequently described the 
flwanpp ministry's intention 
to cut 208,000 publ ic sect or 
jobs as either “an invention 
or a provocation”. 

. Zadornov, finance 

minis ter, says that there 
must be a radical longer- 
term overhaul of public 
flfl pnrgg if . Russia is not to 
remain vulnerable to the 

swings in international 
investor sentiment A sim- 
pler, fairer tax code, which 
Mr Zadornov hopes will be J 
adopted by parliament by 
July, will prove an impor- 
tant means to this end. 

. At present, the tax author 
lties say that less than 17 per 
cent of all companies pay 
their taxes in full and on 
time. Of the 2.6m enterprises S/ 
registered by the tax author- 
ities at the end of 1996, <me 
third were classified as 
"dead” but had not yet been . 
formally wound up. 

Yet the reluctance of can- - 
panics to pay all their taxes * 
is perhaps understandable; 

■ Moscow-based companies, , 
for example, have recently 
been required to submit 23 
different quarterly tax 
returns. ' 

The finance ministry must j 
also somehow address a ■ - 
more basic psychological 
and cultural problem: Rus- 
sians do not pay taxes 
because they do not believe . 
the state provides value for j 
money; yet the state cannot.-”} 
demonstrably improve pub-vw 
lie services without suffl- 1 
dent money. . j 

Sergei Vasiliev, the gov- 
eminent’ s deputy chief of i 
staff who is helping prepare , 
the agenda for the incoming j 
administration, identifies 
four immediat e challenges: 
to resolve the wage arrears 
crisis; to overhaul the bud- 
get; to im p l emen t a new tax 
code; and restructure social 
transfer payments. 

Mr Vasiliev says none of . 
these tasks wifi be easy to 
accomplish; all require a 
qualitative improvement in 
the functioning of the state. 

But the incoming govern- . i 
meat must take the tomh,-^ 
decisions in 1998, he argues, 
before parliamentary elec- 
tions roll around again • - 
year. 
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investments in the worid. in 
2000 Russia plans to attract 
foreign investments at the level 
of 20 milliard US Dollars annu- 
ally. 

Just to promote investment 
processes in Russia the State 
Investment Corporation 
(Gosincor) has been working for 
more than five years. The object 
of Gosincor is to help investors 


11 trillion rubles (at the rate as 
on the end of December, 1997). 
Ibis sum exceeds more than 7 . 
times the volume of funds 
received by Gosincor from the 
state. It would not be an exag- 
geration to say that our 
Corporation has gone through. 

In 1997 Gosincor won the 
international recognition about 
which one could only dream 


against guaranties of Gosincoc 
Together with the leading 
western banks Gosincor assist- 
ed in the organization of 
eurobond issue for Moscow City 
Telephone Network Joint Stock 
Company for the amount of ISO 
million US Dollars. As a result of 
the world financial crisis the 
issue that was planned already 
at the end of last year had to be 
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to pass the whole tortuous way 
from establishing contacts with 
partners to getting profit from 
invested resources. 

The Corporation was estab- 
lished on February 2. 1993 
under the Decree of President 
of Russia Boris Yeltsin as a 
state unitary enterprise with 
the authorized capital exceed- 
ing l milliard US Dollars. For 
the past five years Gosincor 
managed to develop a compre- 
hensive mechanism of advanc- 
ing investments to the Russian 
economy. In 1996 Gosincor - 
Holding Financial and 
Investment Association was 
officially established on the 
basis of Gosincor. The 
Association includes commer- 
cial banks, insurance compa- 
nies. investment institutions, 
consulting firms, sales and 
building organizations - more 
than 30 companies in all. 

At present Gosincor - 
Holding Is one of the largest 
financial and Investment insti- 
tutes in Russia. And it is a 
unique one. There is no such 
other institute in Russia. On foe 
one hand, the principal subject 
formmg a systBm of Gosincor - 
Holding is the stele corp oratio n 

- a structure conducting the 
state policy; the structure that 
the state confides in and con- 
stantly renders support to. On 
the other hand, the holding 
companies carry on their many 

- sided activities on their own 
and abide by the laws of market 
expediency. 

For the period of five years 
Gosincor together with its hold- 
ing partners has attracted for- 
eign areJ domestic investments 
In the national economy of 
Russia for the amount of over 


two - three years before. Credit 
lines for Russia have been 
opened or are in me process of 
opening in banks and large 
companies of a number of 
European countries and the 
USA against the guaranties of 
the . Corporation. Czechian 
Export - Import Bank. Spanish 
bank Banco Bilbao Vizkaya, 
bank Snger & Fried lander, 
such companies as Motorola. 
Hewlett Packard could be men- 
tioned here. Negotiations on 
the opening of credit One are 
in progress with export - 
Impart banks of Italy, Great 
Britain, Germany, Japan. South 
Korea. 

The agreement on the estab- 
lishment of the company for 
managing the share invest- 
ment hinds has been reached 
with Flemings Company of 
Great Britain. The very fact, mat 
Flemings that manages the 
capital in the amount of over 
100 milliard US Dollars chose 
Gosincor asa partner: is signifi- 
cant both for our Corporation 
and Russia as a whole. 

Recently. Mitsui Corporation 
of Japan initiated the discus- 
sion of the ways of interaction 
in realization of large - scale 
program of economic projects 
with Gosincor. In the course of 
negotiations held in the begin- 
ning of March we discussed 
long - term schemes of joint 
financing under the projects in 
Such branches of Industry as oil 
- and - gaz. gold - miring, 
chemical, coal - mining, food - 
processing as well as in the 
field of telecommunications 
and real estate. Mitsui is reedy 
to allocate minimum 50 million 
US Dollars annually for these 
purposes for three years . 


postponed till March. 
Nevertheless, placement of 
three - year bonds In western 
markets was more than suc- 
cessful. The number of applica- 
tions for their purchase exceed- 
ed the offer by far, end this 
shows that operators of Interna- 
tional share market have great 
interest in securities of Russia's 
major telephone company. 

Financial crisis that burst out 
in Asia and echoed to that or 
other degree the planet over, 
affected, of course. Russia as 
well. We found ourselves as 
though thrown back to the posi- 
tions that our economy occu- 
pied one year ago. But let’s not 
forget that the crisis beside afl 
demonstrated considerable 
steadiness of our financial mar- 
ket. stability of investment cli- 
mate. We are sure that the 
wave of new upsurge in the 
share market Is not far off. And 
this wave wffl be more steep 
than in 1997. Many reliable 
financial Institutions watch 
closely the tendencies In 
Russian economy and are just 
about to take decisions on 
large - scale Investment 
investors are interested In max- 
imum profit and the markets of 
Eastern Europe. Including 
Russia, are the ones that give 
them the opportunity to receive 
it In 1996 Russian market was 
recognized as the most highly 
Prefitehie in the world. It devel- 
oped the same way during 
almost the whole last yeae We 
have enough reason to befleve 
that this wHJ go on In 1998 too. 
So. welcome to Russia, d e ** 
Investors! 

Chairman of th* State 

Investment CorporsOoB 
Yuri Petrov 
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1 Lebed, retired general; Boris Nemtsov, first deputy prime minister; Grigory Yavfirwky, fflseral refonoer; President Boris Yeltsin; Victor Chernomyrdin, 1 
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i minister; Comedy Zyuganov, C o mmun i st boss; and Yuri Luzhkov, Moscow mayor 
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Contenders poised to leap into the fray 

nm ‘ ^ _ 


The race for the 
Kremlin has 
acquired greater 
significance since 
the cabinet purge 

Russia's next presidential 
election is more than two 
years away, bat its signifi- 
cance for the nation's politi- 
cal stability and economic 
development has become 
greater than ever since Boris 
Yeltsin shook up his govern- 
ment last month. 

The central question, stm 
lacking a clear answer, is 
whether Mr Yeltsin will seek 
a bird term in office or 
wfa ither the presidency will 
pass to one of the other con- 
tenders poised to leap into 
thfe fray. 

Mr Yeltsin indicated at the 
e d of March that be did not 
wmt a third term. If he 
cl anges his mind, he will 
n ed to skirt around Rus- 
sia's 1993 constitution, which 
lmitE presidents to two suc- 
cessive terms. 


. There are few doubts that, 
if he decides to run for re- 
election in June 2000, the 
Constitutional Court will 
give him the green light The 
court has little record of 
resisting TfwinBn initiatives, 
and Mr Yeltsin personally 
selected many of its mem- 
bers. 

Yet if the president retires 
on schedule, or if ill-health 
prevents a re-election cam- 
paign, then the field will be 
open to candidates including 
Victor Chernomyrdin, the 
former pr imp minister, Yuri 
Luzhkov, the mayor of 
Moscow, Boris Nemtsov, the 
first deputy p rime minister. 
Gennady Zyuganov, the 
Communist leader, Alexan- 
der Lebed, the retired gen- 
eral, and Grigory Yavlinsky, 
the liberal westemiser. . 

It is also possible that 
some other politician, now 
on tiie sidelines, will be pro- 
pelled to centre stage with 
the backing of Mr Yeltsin, 
the Kremlin and Russia's bil- 
lionaire businessmen. 

Six months before the 


presidential contest, Russia 
will hold parliamentary elec- 
tions that win offer some 
insight into the strength of 
the rival camps. The wide- 
spread expectation is that 
thp Cnwimnnigtg who hold 
139 seats in the 450-seat 
State Duma, or lower house, 
will remain the largest 
party. However, the Kremlin 
is considering an election 
law change that could upset 
such forecasts. 

At present, half the 
Duma's members are elected 
on nationwide party lists 
and half in electoral dis- 
tricts. If. as proposed, the 
party list system were abol- 
ished, the Co mmunis ts' posi- 
tion would almost certainly 
be eroded. So would that of 
the ultra-nationalist Liberal 
Democratic Party, almost all 
of whose 50 seats come from 
the party list system, and 
indeed that of other parties 
such as Mr Yavlinsky's lib- 
eral Yabloko bloc. 

Ail politicians realise, 
however, that the presidency 
is the big prize, for it is there 


that real power in Russia 
rests. To win this prize, a 
candidate needs national 
popularity, campaign money 
and influence over the 
media. 

Mr Chernomyrdin, sacked 
as prime minister on March 
23. was once seen as Mr Yelt- 
sin's most likely successor. 
But his unceremonious dis- 
missal suggests that , he may 
not be able to muster 
enough political and finan- 
cial support for an effective 
campaign. 

Much depends on whether 
the so-called “oligarchy” of 
business tycoons and bank- 
ers who bankrolled Mr Yelt- 
sin’s re-election in 1996 
believe that Mr Chernomyr- 
din. 60. is electable. Boris 
Berezovsky, an oil and 
media baron, said on March 
29 that he viewed Mr Cher- 
nomyrdin's decision to run 
for the presidency “abso- 
lutely positively”. 

But some Russian political 
analysts are not so sure that 
the former prime minister 
commands the oligarchy's 


support. Andrei Piontkov- 
sky. director of the Strategic 
Studies Centre in Moscow, 
said of Mr Chernomyrdin: 
“He has some virtues but 
one very serious liability: he 
is not electable.” 

As the former head of Gaz- 
prom, the world's largest gas 
company. Mr Chernomyrdin 
has intimate connections 
with an institution that can 
finance his campaign and is 
steadily expanding its media 
interests. 

Gazprom bought a 30 per 
cent stake last year in the 
NTV television network, 
which can reach an audience 
of 120 m, and it recently set 
up a bolding company, Gaz- 
prom Media, with the 
explicit intention of boosting 
its imag p and gaining politi- 
cal influence. However, now 
that he Is outside the gov- 
ernment, Mr Chernomyrdin 
can no longer count on Gaz- 
prom’s automatic supporL 

As prime minister, Mr 
Chernomyrdin was to many 
Russians a symbol of stabil- 
ity in a world changing at 


disconcerting speed. But few 
question the fact that he 
lacks Mr Luzhkov’s energy 
and bulldozing talent for get- 
ting done. 

Mr Luzhkov, 61, has yet to 
make clear whether be will 
run. But be is a proven win- 
ner - so popular in Moscow 
that be won re-election as 
mayor in 1996 with almost 90 
per cent of the vote. 

Mr Luzhkov would find it 
easy to tap big business for a 
presidential campaign. He 
also has friends and power 
in the media. While trans- 
forming Moscow from a 
bleak citadel of Soviet stag- 
nation into a riotous boom- 
town. Mr Luzhkov has not 
neglected to cultivate his 
personal image, once even 
allowing a perfume factory 
to develop a scent in his hon- 
our named “Mer” (Mayor). 

He has also sought 
broader national support by 
speaking out on behalf of 
ethnic Russians in Latvia 
and suggesting that Russia 
should maintain a claim to 
Sevastopol, the major port of 


Ukraine’s Crimean penin- 
sula. Yet as a bom and-bred 
Muscovite, with practically 
no political experience of the 
provinces, Mr Luzhkov may 
lack sufficient appeal across 
Russia's vast expanses to bp 
assured of victory. 

Until the government 
shake-up last month. Mr 
Nemtsov was seen ns some- 
thing of a fading star. His 
many enemies in the Krem- 
lin and business world had 
proved more adept at the 
byzantine intrigues that 
often substitute for politics 
at national level. 

Yet unlike his former fel- 
low first deputy prime minis- 
ter, Anatoly Chubais. Mr 
Nemtsov was not sacked by 
decree from the government. 
It cannot be ruled out that 
Mr Yeltsin will throw his 
support behind the young 
reformer from Nizhny Nov- 
gorod. 

With the top two contend- 
ers going forward to the 
decisive second round, the 
likeliest opponent to the 
Kremlin's “official" candi- 


date. whoever that may be. 
will be a Communist, per- 
haps Mr Zyuganov, 53. 

Yet the Communists will 
have difficulty in expanding 
their support significantly 
beyond their natural elec- 
toral base of about 30 per 
cent Moreover, as in 1996, 
the Kremlin machine and 
the “oligarchs" will 
assuredly do all in their 
power to minimise Commu- 
nist access to the media. 

The wild card in the elec- 
tion may be Mr Lebed, who 
came third in the first round 
in 1996. He knows be must 
win election as governor of 
Krasnoyarsk at the end of 
April in order to generate 
momentum for a serious 
presidential bid. 

As for Mr Yavlinsky, his 
declared ambition is to fin- 
ish third, doubtless so that 
he can bargain his support 
for a role in the winning can- 
didate's administration. At 
the moment, if Mr Yeltsin 
stays out of the race, the 
winner cannot be named 
with any certainty. 
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With assets exceeding 
S3 biliicn, MENATEP is 
one of the top five banks 
in Russia, offering 
a comprehensive range 
of services in investment, 
foreign exchange, finance, 
credit and settlements. 







Among Bank MENATEP s 
clients are major national companies 
operating in the oil, chemical, 
textile, food, metallurgy and other sectors. 

the governmental bodies of the 
Russian Federation and the administrations 
of several Russian regions. 


Bank MENATEP 
offers investment 
opportunities in high 
yielding Russian state 
debt as well as brokerage 
services in the equities 
and corporate bond 
markets and asset 
management. 


Bank MENATEP 
has been awarded 
long-term credit 
ratings by Moody's 
Investors Service. 
Fitch IBCA. and 
Thomson BankWatch 
at the highest levels 
for Russian banks. 

Since 1994. 

Bank MENATEP s balance 
sheet has been certified 
by the international 
auditors Arthur Andersen 
in accordance 
with Russian and 
International Accounting 
Standards (IAS). 

The Bank provides updated 
!AS financial statements 
on a quaterly basis. 
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4 RUSSIA: BANKING AND FINANCE 


BANKING • by Simon Davies _ 

Asia provides a 
sobering lesson 


Russia needs a 
system that can 
provide long-term 
investment for 
the economy 

One of the lessons of the 
crisis that tore through 
south-east Asia in 1997 was 
the need in developing coun- 
tries for a properly function- 
ing banking system. Aslan 
banks pumped the region’s 
abundant savings into exces- 
sive property development, 
market speculation and 
manufacturing capacity, 
building a bubble which 
burst spectacularly. 

Investors in Russia should 
take note. The banking sys- 
tem is a hybrid built from 
the wreckage of communism 
with neither the capital nor 
the credit skills to provide 
long-term investment Tor the 
economy. At one stage, 40 
new banks were being set up 
per week, with a peak of 
2,500 banks in the country. 
And yet bank assets still rep- 
resent less than 25 per cent 
of gross domestic product, 
compared with mare than 50 
per cent in the US and a Car 
higher percentage in most of 
Europe. 

At present the only bank 
with substantial access to 
Russian savings is the old 
state savings institution 
Sberbank, which benefits 
from its role under the com- 
munist regime and the fact 
that it is the only bank with 
deposit insurance. But it has 
been slow to build up a 
long-term loan portfolio or 
offer a broader range of ser- 
vices to its customers. 

The other hanks grew 
largely by financing the 
ambitions of Russia’s new 
breed of big businessman, 
operating as the banking 
arms of Financial Industrial 
Groups (FIGs). Russia's ver- 
sion of Korean chaebol. They 
made money early on from 
the depreciating currency 
and the evolution of the high 
yielding Russian govern- 
ment bond (GKO) market. 


Some banks got rich by 
being selected to hold lucra- 
tive government accounts. 
Then came the shares-for- 
lnans deals where the banks 
picked up state shares in big 
energy and commodity com- 
panies at bargain basement 
prices. 

Meanwhile, long-term 
lprvHing to Russian industry 
Hag remained minimal 

But the good times seem 
to be over. Now banks like 
Oneximbank and SBS-Agro 
are starting to build up 
retail bank networks to gain 
the deposit base to fond 
long-term lending. 

Former deputy prime min- 
ister Anatoly Chubais, said 
in 1997; “For banks, there 
remains only one path: 
investment in the real sec- 
tor. Those who are late to 
realise this will lose, and 
those who do not realise it 
will perish financially. ” 

And many have perished. 
The Central Bank revoked 
over 500 licences last year, 
and expects to do the same 
again in 1996. “Weak banks, 

small hanks and those that 

cannot find a niche, are 
either merging or going into 
liquidation," says Denis Kis- 
elyov, deputy chairman of 
the central bank. 

The new minimum capital 
requirements of Eculm 
(SL09m) for existing banks 
would mean the end of 
another 700 banks, although 
some will survive through 
capital increases before the 
January 1 deadline. 

Andrei Kostin, chairman 

of Vnesheconombank, 
describes the bead office of a 
leading commercial h ank he 
visited in 1993 which had a 
kick boxing gym below it 
and a stench of fish through- 
out the building. “And I 
think that reflected the level 
of service,” he says. 

He says that consolidation 

Is helping chang p this **Tn a 
few years time there will be 
10 leading banks which more 
or less control the Russian 
banking system.” 

But Russia has a long way 
to go before it can claim to 


have a solid, well capitalised 
banking system. 

“We need an Independent 
central bank function," says 
James Kilzer partner at 
Price Waterhouse Moscow. 
“And parameters put around 
the commercial banks to 
mak e them operate like com- 
mercial banks. But that is 
going to take some tune." 

The defence of the rouble 
has taken its toll, forcing up 

interest rates and squeezing 
growth. This has put pres- 
sure on short-term lending 
portfolios. The extent of 
these problems has yet to 
emerge, given limited recog- 
nition of bad loans. 

There are still limited 
credit analysis skills within 
the banks and external prob- 
lems. such as feeble protec- 
tion for creditors. 

Two key issues could help. 
The central bank Is promis- 
ing that a corporate bond 
market will be launched in 
the first half of this year, 
with most of Russia's corpo- 
rate behemoths committing 
to issuing bonds, probably of 
three to six months' dura- 
tion in the initial stages. 

Given that they do not 
have the capital or struc- 
tures to play a more direct 
role, says Sergei Aleksash- 
enko. deput>' governor of the 
central bank , “these instru- 
ments are how the b anks 
can start to play an interme- 
diary role between savings 
and investment”. 

Another positive develop- 
ment would be the develop- 
ment of a mortgage market, 
providing a secure base for 

long-term lending. Sberb ank 
has moved Into the mortgage 
market with the support of 
Fannie Mae. But Mr Kilzer 
that Russia is “five years 
away from the development 
of a real mortgage market". 

Ultimately, channeling 
long-term savings through 
the hanks and the evolution 
of long-term bank lending 
depends on widespread 
expectation of political and 
social stability. Given the 
recent political volatility, 
that could be some way off. 
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Fighting with sword and shield 


In a country where politics and 
business have become inextricably 
entwined, Dmitry Vasihev is in an 
uncomfortable position. The 85- 
year old phainnan of the Federal 
Securities Commission a political 
appointee who has set oat to 
impose order mi the wild fro n tiers 
of Russia's capita] markets. 

On one hand, he had to fight 
with the powerful so-called olig- 
archs, Russian bankers who' have 
taken control of large swathes of 
the economy through the privatisa- 
tion process. On the other, there is 
the central hank , which fam been 
v«»«n to *qkp oq many of tiip Com- 
mission’s responsibilities. 

“It is not an easy political task 
standing np trig business, 

and undoubtedly pressure is 
brought to bear on the regulators,” 


Mr Vasfliev says. “In the west, we 
are criticised for insuffichat regu- 
lation. In Russia, we are accused by 
the press of squeezing the market” 

Political pressure has come from 
several directions. Mr' Vasiliev 
boasts that his regulators had ben 
polking the Car readies of the Rus- 
sian securities industry, but the 
Commission has recently been hit 
by attempts to cut its budget 
“Now, I have insufficient funds for 
business trips to the regions by my 
employees.*’ he complains. 

Mr Vasiliev remains 
with the level of authority he has 

for pnHning Hw mar | f^ y, Anri he 

became bogged down in a row with 
the central bank over the distribu- 
tion of responsibilities, with the 
central bank fa»M«g on the right to 
Kwwfp market pt>fa«inimh- 


Nonefhetess, the Commission has 
bad some significant recent victo- 
ries, bringing praise from US finan- 
cier George Soros. Its actions 
resulted in the reversal of a move 
by Yokes, the Russian oil company, 
to fagflitate asset transfers from its 

qntyptriinriftg nnri ri<A fa n e ffl laHnn of 

a proposed convertible bond Issue 
by Sidanco that would have greatly 
diluted minority shareholders. 

This had pitted Mr Vasiliev 
against two of Rnssia’s most influ- 
ential financiers, Mikhail Khodor- 
kovsky «ni Vladimir Potanin. Bat 
same investors suggest that even 
these victories may have had only a 
little to do with the influence of the 
Commission. 

Certainly, Mr Potanin, whose 
Oneximbank controls Sidanco. Is 
keen to bring western partners into 



his business empire and 
fore sensitive to criticism 
eign investors such as Mi 
co-investor in Svyazinves. 
over, Mr VasiUev’s poUticalt _____ 
tions may 1 ' have snfTeredJn the 
recent cabinet reshuffle, t .which 
his former boss and meastr, Ana- 
toly Chubais, was removed. 

But he Is weQ aware of t£ ongo- 
ing challenge- “New methds for 
infringing shareholder rigts are 
always being invented. Th is a 
sword and shield operatio,” he 
says. The sword and sbiekwere 
symbols of the KGB, but MiVaa- 
tiev has some way to go befre he. 
can claim to strike the samdevel 
of fear into the hearts of Rota's 
business elite. 

Simon Dates 
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THE STOCK MARKET • by Simon Davies 


Past form demands scepticism 


c 


Little evidence of 
the benefits of 
restructuring is 
feeding through 
into earnings 

The Russian bear is in the 
ascendant, dragging what 
was easily the best perform- 
ing stock market for most of 
1997 down by more than 40 
per cert since Its peak last 
August 

The rally was started by 
the re-election of President 
Boris Yeltsin in 1996 and the 
realisation that a lot of Rus- 
sia's privatised industries 
were trading well below 
what were relatively easily 
identifiable asset values. 

Bat says Fredrik lAkman, 
chief investment officer at 
the fund managpmgnt arm of 
MFK Renaissance, “the 
surge in share prices up to 
August 1997 took away the 
dirt cheap assets. At current 
levels, the market is proba- 
bly trading at fair value on 
an asset basis. The next bull 
run has to be driven by 
macro-economic recovery, 
translated into lower inter- 
est rates and earnings 


growth". It will also require 
a substantial reb uilding of 
the systems within the Rus- 
sian market, both In >*m« 
of regulation and physical 

m fra s i ruftiTrp 

The trading system is fully 
automated, and has coped 

With inrrungfng volumes ami 
high volatility, with only a 
few lapses. But, says Chris- 
topher Granville, head of 
research at United City 
Bank, “all the settlement is 
still manual. Once the deal 
is done, you are back in the 
stone age. But It works”. 

Efforts are being maH» to 
improve the settlement «nri 
custody system. But these 
are being hampered by poli- 
tics, with in-fighting 
between the Central Bank 
and Federal Securities Com- 
mission over the division of 
responsibility towards the 
securities markets and a tus- 
sle between the Central 
Bank and the mayor of 
Moscow aver which of 
Moscow’s two exchanges, 
wfll emerge as Russia’s pre- 
eminent market 

The other issue has been 
regulation. “If yon take a 
snapshot of the Russian mar- 
kets at any one time, you 


will always find plenty to 
offend western investor sen- 
sibilities.” says Charles Har- 
man, managing director at 
Donaldson, Lufkin, Jenrette. 
“Bat if yon look at the trend 
Hnc , ft maria a remark- 
able transition." 

There have been a number 
of big rows over abuses of 
minority shareholder right 
And while the FSC appears 
to have persuaded Sidanco 
and Yukos, the two large oil 
companies, to revise recent 
controversial proposals, con- 
cerns remain. 

“Progress could have been 
much better,” says Florian 
Fenner, director of Bruns- 
wick Capital MawftgPmgnf 
“It is lito iiuwy rt iftig in Rus- 
sia, implementation is the 
problem, not the roles.” 

Bat the issue that will 
drive the stock market is not 
the infrastructure 
although improvements 
might attract more western 
investors - but evidence 
that the reform process is 
secure »n<f will achieve fes- 
ter levels of growth . 

In this regard, the recent 
cabinet reshuffle does not 
look reassuring. “After 
weeks of uncertainty, we 


will probably have a govern- 
ment with Sergei Kiriyenko 
as prime minister " says Mr 
Granville. “But this will 
probably not be a fantastic 
improvement on the formula 
we had before. And a high 
price will have been paid, 
because what this country 
needs is stability." 

The country has already 
paid this price with bond 
yields rising to reflect a 
higher risk premium for 
investing in Russia. 

But with yields on govern- 
ment bonds running at 
almost 15 per cent more than 
inflation, the}' seem likely to 
came down as the new prime 

minister is install ed And 

this would provide some sup- 
port for the stock market So 
too will any recovery in the 
ofi'price, given that oil com- 
panies account for about 
half the stock market value. 

There is also hope that 
mare of Russia’s savings will 
be cbaimelled into the mar- 
ket. “It is estimated that 
$20bn is sitting in Russia in 
hard cash,” says Mr Lek- 
man. “The dream for the 
mutual funds is to take a 
fraction of that.” 

That could have a big 



Interfax 


has launched a nation-wide database on Russian companies 


A step towards information transparency 
and minimum risk in business in Russia 

Internet; mcn.interfax.msk.su 

| Interfax - M&CN provides: 

• Profiles on more 
than 300 Russian 
companies; 

{•The blest 
company news; 

[•Access to Interfax 
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Contact: (095) 250-29-22 or 250-25-84 in Moscow, Russia, 1 303 825 1510 in Denver, CO , USA, 
4961 7361369 m Kronberg, Germany ; 44 171 222 3443 in London, England. 


impact on a stock 
with a capitalisation of las 
than $60htL But for a so- 
taioable recovery, investor 
will want evidence that man-' 
agement promises . of 
restructuring benefits are 
feeding into earnings. 

Mr Harman argues: “Com- 
panies tend to be fairly ruth- 
less about reducing the cost 
base, and reducing staff. A 
lot of the things that needed 
to be done by businesses are 
being done. It is fairly naked 
capitalism out there”. 

But there has been little 
evidence of this in earnings. 
Moreover, the history of 
post -communist capitalism 
in Russia has been one of 
haphazard accumulation of 
prime assets by a handful of 
powerful financiers. \ 

At some stage, these port- 
folios will be rationalised so 
that the financial industrial 
groups become more focused 
conglomerates. If there is 
evidence that the value cre- 
ation from such restructur- 
ing will be fairly distributed 
among shareholders, the 
upside for the market cculd 
be considerable. But accord- 
ing to past form, some scep- 
ticism is called far. 
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FOREIGN POLICY • b y Tony Barber 


A bear hug for new friends 


Lingering 
suspicion of the 
US continues to 
influence Russia’s 
choice of allies 

Within hours of President 
Bo ris Yelts in's dismissal of 
his government last month, 
Russia's highly experienced 
foreign minister, Yevgeny 
Primakov, was at pains to 
stress that there would be no 
changes in foreign policy. 
“We will defend our inter- 
ests, without sliding towards 
confrontation," he said. 

IT the policy is to remain 
the same, that is doubtless 
because the problems feeing 
Russia will remain largely 
the same, too. 

Almost seven years after 
the end of Soviet Commu- 
nism, the collapse of empire 
is broadly accepted by 
Moscow's forei gn policy 
establishment - if not by 
parliament's dominant Com- 
munist and nationalist fac- 
tions - as the practical real- 
ity that defines the scope of 
Russian foreign policy. 

The main challeng e now is 
how to find a way of coun- 
terbalancing the global 
power of the US, without 
allowing relations with 


Washington to deteriorate 
into confrontation. 

Russia considers that the 
US throws Its weight around 
the world too much, and so 
is accordingly keen to build 
up relationships with influ- 
ential countries, incl uding 
China and France as UN 
Security Council members, 
that often appear to share 
this view, 

For Russia, the lesson 
from the wars and diplo- 
matic crises of the 1990s in 
the Gulf and former Yugo- 
slavia is that the US, despite 
its promises, has not treated 
Moscow as an equal partner 
in the post -Cold War age. 
Instead it has sought to 
humiliate Iraq, once a Soviet 
ally, and has put pressure on 
Serb-led rump. Yugoslavia, a 
fellow Slavic Orthodox 
nation and, with Greece, 
Russia's most sympathetic 
Balkan friend. 

Most seriously of aR the 
US has pressed ahead with 
Nato's expansion into cen- 
tral and eastern Europe 
despite what Russia believed 
was a firm assurance that , if 
Moscow withdrew its forces 
from former Warsaw Pact 
states and permitted Ger- 
many's unification, enlarge- 
ment would not go ahead. In 
short, the Russians are no 


longer sure that close 
co-operation with the US 
reaps the right results. 

One difficulty with Rus- 
sia's approach is that it has 
created an impression of 
Moscow as an occasionally 
prickly partner with some 
peculiar choices as friends. 

To some extent Russia's 
decision to act as a broker in 
the recent US showdown 
-with Saddam Hussein over 
UN weapons Inspectors 
could be partly justified by 
the support that Moscow 
garnered in the . Arab world 
for its show of sympathy 
towards an Arab country 
being- “bullied by Uncle 
Sam". 

Bat it is harder to see 
what Russia to gain 

by standing up for Slobodan 
Milosevic, the Yugoslav pres- 
ident, in his disputes with 
the US over Bosnia and Kos- 
ovo. “Unfortunately, we 
have grown used to the logic 
that says an enemy of Wash- 
ington Is our friend,” says 
Konstantin Eggert, a foreign 
affairs expert at the newspa- 
per Izvestia. 

Mr Yeltsin, in his state of 
the nation address last Feb- 
ruary, boasted: “Today it is 
clear to all that without Rus- 
sia it Is impossible to reach 
productive decisions on 


thorny international issues, 
be it the Bosnian problem, 
the Arab-Israeli conflict or 
the Middle Eastern situa- 
tion." 

Liberal domestic critics of 
the Yeltsin 

foreign policy would put this 
another way. They argue 
that Russia is picking the 
wrong quarrels when it 
defends Iraq and Serbia 
against the US. 

On the other hand, there is 
support across the whole 
Russian political spectrum 
for the view- that Moscow 
should not tolerate further 
expansion of Nato, especially 
into Estonia, Latvia or Lith- 
uania. “The entry erf the ex- 
Soviet republics into Nato 
would destabilise the situa- 
tion in Russia - and that 
would be bad for the US, and 
bad for Europe.” says the 
young liberal reformer. Boris 
Nemtsov. 

The Russian view is that 
Nato's new members - the 
Czech Republic, Hungary 
and Poland, each due to join 
next April - and other alli- 
ance hopefuls want member- 
ship as an insurance policy 
against a possible resur- 
gence of aggressive Soviet- 
style behaviour. Understand- 
ably, Moscow rejects this 
motive as casting unjust 


aspersions on post-commu- 
nist Russian’ foreign policy. 

Even Russian liberals say 
such fears in countries on 
Russia's western borders 
may turn out to be self-ful- 
filling prophecies, particu- 
larly if a nationalist! cally 
inclined politician such as 
Yuri Luzhkov, mayor of 
Moscow, were to replace Mr 
Yeltsin as president 

The Communist leader, 
Gennady Zyuganov, gave a 
hint last month of what the 
Baltic states could expect if 
he ever rose to power. “A 
fascist regime has been 
reviving in Latvia, and it’s 
the most loathsome one can 
imagine," he growled. 

Despite such outbursts, 
some experts say Moscow 
has- largely come to terms 
with Nato’s first wave of 
expansion. "We perceive 
signs of realism in Russian 
policy, although in relation 
to central Europe this is still 
a weak trend which needs 
active cultivation," says 
Poland’s foreign minister. 
Bronislaw Geremek. 

In US eyes, a dose of real- 
ism would not go amiss in 
the State Duma, or lower 
house of Russia's parlia- 
ment. The Duma has not 
only worked itself into a 
lather over Nato enlarge- 



Mr Yeltsin with China’s President <fiang Zemin last yean Russia is keen to build retortions with 
cowitrles that appear to share its view of the US <&.*> 


ment and the supposed dis- 
crimination against ethnic 
Russians in former Soviet 
republics, but is holding up 
ratification of the US-Rus- 
sian Start-2 disarmament 
treaty. 

The accord, which would 
reduce each country's 
nuclear arsenal to 3£00 war- 
heads, was to come into 
force In 2003. Now that has 
been extended until 2007. 
The delay means the US and 


Russia cannot start talks 
either on a Start-3 treaty, 
which would cut each side's 
warheads even more, or on a 
wider arms control agenda 
including nuclear prolifera- 
tion. 

Mr Yeltsin can point to 
some successes: a blossom- 
ing relationship with China, 
improving ties with Japan, 
membership of the Asia-Pa- 
cific Economic Forum and. 
last month, the first annual 


trilateral summit with the 
leaders of France and Ger- 
many. 

But Russia still believes 
that its size, power and expe- 
rience should translate into 
greater influence on the 
international stage. Until 
that happens, the suspicion 
will linger in Moscow that 
the US in particular is not 
treating post -Communist 
Russia with the respect it 
deserves. 


THE MILITARY * by Tony Barber 

Reform rattles 
through the 
ranks 


Structural change 
in the armed 
forces is at last 
being taken 
seriously 

Humiliated in Chechnya, 
burdened with outdated 
equipment and plagued with 
problems ranging from draft- 
dodging to food shortages, 
the commanders of Russia's 
ar^ied forces could be for- 
given for thinking that life 
after Communism is a bitter 
experience. 

Yet tentative pounds for 
hope are- appearing as the 
defence minister, Igor Ser- 
geyev, sets about the task of 
refraining the military with 
a determination an too lack- 
ing in tire past 

Slowly but surely, the 
structure and size of the 
armed forces are undergoing 
change. According to the 
general staff, the army has 
been trimmed from 2.8m 
men in 1992 to L7m in 1996. 
President Boris Yeltsin con- 
firmed last February that 
the aim is to reduce the 
army to L2m by the end of 
this year. The process of 
merging major branches erf 
the military is also going 
ahead. Air force and air 
defence forces have been 
brought together, as have 
the three components of 
Russia’s missile forces. 

Mr Yeltsin is adamant that, 
the bloated defence Industry 
must also be reorganised 
and cut down so that it can 
operate more efficiently and 
produce military goods capa- 
ble of winning a permanent 
share of world markets. Mili- 
tary exports currently earn 
about $2bn-$3bn a year. 

The prospects for advanc- 
ing reform were improved in 
early March when Andrei 
Kokoshin, a liberal-minded 
civilian specialist in military 
affair s, was appointed as sec- 
retary of Mr Yeltsin’s. Secu- 
rity Council. The council 
advises the president an all 
matters relating to Russia’s 
internal and external secu- 
rity, bnt Air Kokoshin is 
expected to give special 
attention to domestic mili- 
tary reform. 

He became involved last 
year when, as a chief mili- 
tary inspector, he was 
charged with making a com- 
plete inventory of the army’s 
supplies. As Air Yeltsin later 
observed, “for the first time 
in 80 years we actually know 
what the military has”. 

Political analysts hope 
that, halfway through Mr 
Yeltsin's second term, mili- 
tary reform may finally get 
into fiill swing: “Sergeyev is 
the first minister really to be 
serious about military 
reform,” says Andrei Piont- 
kovsky, director of the Stra- 
tegic Studies Centre in 


s was shown by a recent 
dent in Khimki, just out- 
i Moscow, the challenges 
ng the reformers are for- 
iable. So desperate were 
homeless army officers 
t they stormed a new 
rtment building in the 
n and installed their fem- 
s in It Yet they represent 
i a fraction of the tens of 
asands of officers and sol- 


di ars who lack decent hous- 
ing. 

Hie grim conditions await- 
ing conscripts are the wiain 
reason why, according to the 
defence ministry, about 
30,000 young men dodged 
last year's spring draft Only 
about 20 per cent of the 
potential catchment joins up 
each year, compared with 60 
per emit in Soviet times. 

Conscripts face hunger, 
brutality and. a culture of 
crime which, as during the 
disastrous 1994-96 war in 
Chechnya, includes trading 
in weapons and ammunition. 
According to Nikita Chalda- 
mov, a member of Russia’s 
presidential commission on 
human rights, 974 service- 
men were killed in various 
peacetime incidents between 
January and September 1997, 
- of these 314 were suicides. 
* Mr Yelt si n made an elec- 
tion campaign pledge in 1996 
to abolish conscription by 
2000, but it Is already clear 
tim t the armed, forces will 
not be able to meet this 
deadline. A bill that would 
provide for other forms. of 
service is under consider- 
ation in parliament's defence 
committee, hut the commit- 
tee's chairman. Lev Rokhhn. 
wants to introduce changes. 
He would like conscientious 
objectors to work in army 
construction units where 
they would not use weapons. 

The problem is that such 
units are notorious for their 
harsh conditions. Mean- 
while, conservative military 
lobbyists continue to see no 
reason, to abandon conscrip- 
tion, even though the perfor- 
mance of the poorly trained, 
demoralised conscripts in 
Chechnya suggested that the 
system ho longer served a 
useful purpose. 

Nikolai Mikhailov, a first 
deputy defence minister, 
says that the basis on which 
Russia’s fixture professi o nal 
army may be organised. Is 
visible in a peacekeeping bri- 
gade serving in Bosnia. The 
officers and men are paid the 
equivalent of about ¥1,000 a 
month and are, guaranteed 
trips home. As a result, the 
brigade has not experienced 
any incidents of bullying or 
desertion. 

Yet funds allocated to the 
armed forces do not stretch 
far enough. Pay for most 
officers, men and civilian 
employees in the military is 
routinely in arrears- by at 
least a month. 

According to Pavel Felgen- 
haner, a defence analyst, one 
problem is that the defence 
ministry has many more 
men and women on its pay- 
roll than it has ever pubBdy 
acknowledged. Furthermore, 
funds earmarked for officers’ 
salaries have often been 
used instead to pay for pro- 
curement, weapons research 
and development and the 
construction of defence 
installations- 

But as Mr Sergeyev made 
clear during a recent inspec- 
tion of the Urals military dis- 
trict, there is no alternative 
to reform. “Either we keep 
an army which is falling 
apart and a navy which is 
sinking, or w f ^ 
extremely unpopular mea- 
sures to optimise and reduce 
the armed forces,” he said. 


•V 
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Performance in Russia. 
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PROFILE 


Vladimir Potanin 


PROFILE 


Victor Korovin 


Bank chief 
branches 


out 


According to Vladimir 
Potanin, the concentration 
of economic power in the 
hands of a few Russian 
businessmen is extremely 
unhealthy - as a 
throw-back, he says, to the 
pre-revolutionary era. when 
the uneven distribution of 
wealth was at the heart or 
the communist takeover. 

He is well placed to pass 
judgment. Speaking from an 
office that resembles a Tin de 
siecle salon where 
bodyguards have replaced 
flunkeys. Mr Potanin himself 
is one or Russia's biggest 
businessmen and sits at the 
heart or arguably the most 
powerful or the country's 
financial industrial groups 
(TICs). Interns. 

The bank around which 
the group is built. 
Oneximbank. which has its 
Tilth anniversary next week, 
is still scarcely recognisable 
as a commercial bonk. It has 
a tiny branch network and 
Tew long-term loans to speak 
of. Its ascendance has come 
from speculating in 
short-term investments and 
using its influence to 
develop a vast portfolio of 
unrelated assets. 

Mr Potanin says he wants 
Oneximbank to be “a 
universal bank, with a large 
number of subsidiaries or 
branches around the 
country”. 

But at present, the bank is 
universal only in its political 
and business influence. Over 
the past 16 months it has 
built Up on asto nishing 
network of businesses. 

It effectively controls 
Sidanco. an oil company 
which has reserves that 
could be for higher than 
those of the western majors. 

It owns Norilsk Nickel, the 
mining company and. in 
association with US 
financier George Soros, it 
recently acquired control of 


the telecoms network 
Svyazinvest It also owns 
newspapers, radio and 
television stations. 

Mr Potanin makes no 

attempt to defend the 
business structure or his. or 
any other of Russia's FIGs. 
The role of their Asian 
equivalents, Japan's keiretsu 
and Korea's chaebol, in the 
recent Asian financial crisis 
certainly does not make the 
model one to follow. 

But in a country with a 
byzantine political system, 
and limited access to capital 
and skilled labour, the 
evolution of such group 
structures is perhaps 
inevitable. 

The primary role of the 
Asian conglomerate was to 
leverage its political 
connections - and Mr 
Potanin has these in 
abundance. 

A graduate of the Moscow 
State Institute for 
International Relations, and 
once destined for a life in the 
elite Soviet diplomatic corps. 
Mr Po tanin found that the 
collapse Of co mmunis m 
opened up other 
opportunities Tor cashing in 
on his contacts. He started 
by forming Oneximbank. 
whose name is derived from 
its origins in import/export 
finan cing. 

A stint as first deputy- 
prime minis ter of the 
Russian government honed 
his political connections - 
something that appears to 
have paid off in 
One ximhank 's position as a 
large holder of non-interest 
bearing budget funds for the 
government and winner in a 
number of opaque 
privatisation auctions. 

Accusations of favouritism 
have been thrown his way. 
and these may even have 
contributed to the recent 
political demise of Anatoly 
Chubais, another former 



Quick to embrace reform 


deputy prime minister. 
Indeed, the cabinet changes 
may lead to the selection of 
a new set of favourites. 

Nonetheless, Mr Potanin is 
busy constructing a 
longer-term strategy. He 
plans to develop 
Onexim bank's retail bank 
network, building up a 
steadier source of funding 
and he is confident that 
acquisitions will help 
achieve this. 

‘There is a huge potential 
for financial services in a lot 
of areas which are not really 
being served. The savings 
rate is very high, at around 
27 per cent, but the 
population keeps it in the 
savings bank or in 
cash . . . there is enormous 
potential for channelling 
those savings through the 
banking system.” 

Mr Potanin says he 
intends to develop the 
business as a financial 
supermarket along with 
sister company MFK 
Renaissance, an investment 
hank. The two companies 
are unconnected by direct 
ownership, but he plans to 
run them in a more 
integrated manner and says 
that a merger is possible at a 
later stage. 


The new drive is to 
introduce foreign strategic 
investors Into the group. Mr 
Potanin recently formed a 
new holding company for his 
media interests. Profinedia, 
and this is one area where 
he is looking for western 
expertise and hard cash. 
Norilsk looks like another 
area in which cooperation 
would bring returns. Sidanco 
recently sold a 10 per cent 
stake to BP. 

This overseas co-operation 
should encourage Mr 
Potanin to Introduce the 
western concepts of minority 
shareholder rights and 
shareholder value to a 
market that has seen little of 
such ideas. Indeed, the 
recent cancellation by 
Sidanco of an unpopular 
convertible bond issue can 
be partly attributed to an 
Increased sensitivity to the 
attitudes of western 
Investors. 

But he makes dear there 
will be no outside investors 
in the bank, which is at the 
centre of the In terras web. 

So western Influence looks 
unlikely to push him 
towards the fashion for 
breaking up conglomerates. 


Simon Davies 


Uralmash. a flagship of 
Soviet industry, has a 
collection of photographs of 
all its directors since 1926. 

A couple, removed at the 
height of Stalin’s purges, 
lasted only a few months. 
Victor Korovfai, the 
company’s general manager 
since 1992, has survived and 
prospered in Russia’s 

painful transition from 
communism to capitalism. 

Three years after it was 
privatised, Uralmash, which 
produces heavy machinery 
for oiL mining , and heavy 
industry, is in as good shape 
as could be expected in the. 
new Russia's topsy-turvy 
economic landscape. 

“You can't yet say it’s a 
trend yet but I believe we 
are seeing the first timid 
steps to recovery, 1 ” says Mr 
Korovin in his spartan office 
overlooking the sprawling 
Uralmash plant in 
Yekaterinburg. 

In contrast to dozens of 
defence enterprises In the 
Urals industrial city with 
neither contracts nor money 
to pay their workers, 
Uralmash looks positively 
healthy. In an economy 
dominated by barter, where 
workers can go without 
salaries for months on end. 
it is “only” one month 
behind with its wage 
payments. 

Uralmash owes its 
s urv iv a l in part to the 
46-year-old engineer’s early 
res tr uc turi ng efforts and Ids 
search for new business. The 
workforce is now down to 
14,000 from 40,000 in 1990. 

Last year the company 
achieved a net profit of $9m 
on sales of $I83m although 
only 15 per cent of sales 
were paid for in Teal 
money”, with the rest paid 
in kind. 

“We need to get to a 
normal situation where 
customers pay far goods and 
services with money and 
companies can meet their 
obligations with money,” 
says Mr Korovin. 

That is where government 
must step in. be says, and be 
predicts “another decade of 
painful reforms” before 
Russia becomes a “civilised 
country”. Cutting a vicious 
circle of debt arrears 


between companies and 
between business and 
government will mean 
spending cuts and 
converting hidden 
unemployment into real 
joblessness - a daunting 
prospect when (he creation 
of jobs is still hindered by 
bureaucrats and crime. 

Another obstacle to 
growth, he says, is the high 
cost of money for the real 
economy, driven by 
excessive government 
borrowing to plug budget 
deficits. "Who's going to 
invest in Uralmash when 
investors ««» make much 
higher returns on 
government treasury WUsT” 

Mr Korovin believes his 
message is lost on a 
government which listens 
mainly to “hankers and 
businesses with lots of 
money". 

He can hardly be accused 
of moaning, however. From 
the dawn of Russia’s market 
reforms, he has stood out 
from most of the managers 
in charge of Soviet-era 
Industry. An early supporter 
of price liberalisation and 
privatisation, he embraced 
the need for job cuts before 


most of his peers. 

Since the company's 
privatisation in 1993, Mr 
Korovin has worked in 
harmony with shareholders, 
in contrast to messy 
disputes between managers 
and owners at other 
privatised companies - the 
result, he says, of legislation 
drafted in baste when crash 
privat isa tion was launched. 

Earlier this year, he 
final ly managed to offload 
on to the local government 
responsibility for 44,000 
ap artm e n t s occupied by 
Uralmash workers and 
pensioners. Run in the 
Soviet era by enterprises, 
these “social" assets have 
been a huge drain on 
company finances in the 
new Russia. its 

bousing stock cost Uralmash 
Rbs56m (new roubles) in 
subsidies last year alone. 

In recognition of his 
ability, Mr Korovin was 
earlier this year appointed 
to manage a new holding 
company merging Uralmash 
with Izhorky plant in St 
Petersburg. The aim of the 
planned merger, which Is to 
be implemented over the 
next six months, is to 



exploit synergies between 
the two companies, avoid 
duplication and cut costs. 

Further job losses are also 
Inevitable at both plants, 
says Kakba Bendnkidze, the 
Georgian -barn entrepreneur 
who is the biggest . 
shareholder of Uralmash 
and the merger’s architect 

New managers will be 
responsible for day to day 
management of the two 
companies while Mr 
Korovin’s new role is to 
include “work with the 
government”. 

Although Russia's 
anti-monopoly committee is 
expected to approve the 
merger, Uralmash’s biggest 
problem with the 
government this year is 
Ukely to revolve around its 
tax bill. 

Mr Korovin says the 
government sacked by Mr 
Yeltsin last month lacked a 
consistent reform policy. 
However, the government 
was removed before Victor 
Chernomyrdin, the previous 
prime minister, was able to 
approve a deal which would 
have allowed Uralmash to 
offset against its tax bill 
Rbs204m (new roubles) 
owed it by the government 
for maintaining a 
state-owned defence factory 
on its premises. 

Since it was hived off 
from Uralmash in 1995, 
Factory No0, which 
manufactures guns, has 
failed to pay either its rent 
or energy bills. And if the 
government sticks to its 
new policy of no longer 
allowing companies to 
deduct from their tax bills v 
money owed them by the 
slate. Uralmash will have to 
either pay Its tax bill 
without compensation, or 
challenge the government’s 
right to the money in court. 

But despite Russia's, 
immediate challenges Mr 
Korovin remains bullish. 
“Foreign competitors that 
believe Russian companies 
will not be able to compete 
with them because of our 




economic crisis are 
mistaken. They're wrong to 
think only of the 
short-term." 


Leyia Boulton 
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We offer you excellent connections to the emerging markets of Central and Eastern Europe so 
simply diet the numbers shown below: we will tell you oil about our nine RZB network banks, which 
between them maintain more than 60 branches, as well as our commercial and investment banking 
sorvices and the multitude of services offered by our other specialist companies. We are ofso able 
to offer you excellent connections into Western Europe and Overseas Markets through our New York 
finance company, branches in London and Singapore as well as representative offices in Paris, 
Brussels, Moscow, New York, Beijing, Hong Kong, Tehran, Mumbai (Bombay) and Ho Chi Minh Gty. 


KZS-Amkria, Vfcrtno +43-1-71707-0 
RZB London Brand) +44-171-929 2288 
RZB finance UC New YaHc +1-212-845 4100 
RZB Singapore Brandi +65-2259578 


Barffaben Unkbank Rf., Budapest +36-1-266 2018 
Rcnffrifenbank e*» Prague +420-2-2423 1 270 
RaSKmenbank Austria Ad., Zagreb +385-1-456 6466 


OOO Roifeoenbank Austria, Moscow +7-095-7219900 
Katffnsenbemk (Solgarta) AO, Sofia +359-2-9T9 859 
Take bonfco. iu, B mtbk um +421-7-431 6111 ' ' . ' 
R oiff B Mnb aak (Romania} 5A, Botfamaf +40-1-2306100 
R oghmcnh cpk Ukraine, Kiev 
+53-044-459 0500 


B ^ foue n C e ntrobe nk SJl, 
Warsaw +48-22-657 4600 


RHXj 



Your competent on-site financial 
services partner. 


With subsidiaries and branches In more than 30 hey 
business centers, HYPO-BANK Is a powerful presence in 
Hungary, the Czech Republic, Poland and Slovakia. Giving 
you a solid base from which to tap a promising market, 
we support your activities with a broad range of financial 
services. Prompt domestic and International payments 
transactions, for Instance, capital investment as welt 
as substantial expertise in the regional Industrial and 
property markets. Not to mention valuable contacts for 
your entrepreneurial investments- 
Furtber information: Fax ++4989/92444992, 



Our Energy Is Your Capital 
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RUSSIA 7 


Grigory Yavlinsky 

The relentless 

enthusiast 


Grigory Yavlinsky, the 
leader of Russia's main 



liberal party, is the first to 

acknowledge that his 
ch an c es of w inning jjjg ^ 
parliamentary and 
presidential elections in 
1999 and 2000 respectively 
are, to say the least, slim. 

Yet like many western 
European politicians whose 
parties have little or no 
prospect of topping the 
polls, his enthusiasm for the 
grand stage of politics 
remains imdhnu fffl' hk 
passion for faster and more 
effective reform is 
authentic, and his diagnosis 
of his country’s ills is 
usually precise and cogent 

“We stSQ have no trade 
unions, no independent 
judiciary and no workable 
active political parties. We 
still have a big question 
mark over the free press and 
other civil institutions.” 
says Mr Yavlinsky. "Instead 
we have some very strange 
flowers growing like 
monsters. Outside Moscow 
we have signs of a feudal 
system developing," 

He adds: “We have low 
inflation, a low budget 
deficit, but we have almost 
no economic activity.” This 
he a tt ri butes to the lack of 
political stability and 
reliable democratic 
institutions. 

Mr Yavlinsky, a vigorous 
former junior boxing 
champion who speaks fluent 
English, has always been 
more popular in western 
financial and media circles 
than in Russia. He has 
played no real role in 
government since Mikhail 


Gorbachev, the last Soviet 
leader, deaded against 

Implemen ting his “500 
Days” crash programme to 
convert the economy to 
capitalism in 1990. 

In the 1996 presidential 
election, Mr Yavlinsky 
fourth in the first round 
with 5^m votes, or just over 
7 per cent of all those cast.. 
His result might have been 
better had the Kremlin not 
thrown support behind 
Alexander Lebed, a tactical 
move which ensured that 
the retired paratroop 
general finished third. Mr 
Lebed then switched Ids 
backing to Boris Yeltsin to 
guarantee the second-round 
defeat of the Communist 
candidate, Gennady 
Zyuganov. 

In the next election, Mr 
Yavlinsky hopes to come at 
least third in the first 
round. Though he does not 
say as 'much, his ahn 
appears to be to secure 
either a direct role in, or a 
large degree of infhuaice 
over, the next president's 
administration. That would 
mean Russia moving cm to a 
more explicit path of 
democratic reform than he 
believes has been the case 
during Mr Yeltsin’s two 
terms since 1991. 

Mr Yavlinsky was a fierce 
opponent of the bungled 
military intervention in 
Chechnya, describing the 
Kre mlin 's "party of war” 
which planned and carried 
out operations there in 
1994-96 as "the Moodiest 
autocratic regime since the 
second world war”. 

As for Mr Yeltsin's 


physical and mental state, 
Mr Yavlinsky says: 
“Decisions, he is taking 
himself. Hie quality of the 

Hwjtimit is awnthw 

matter." 

Bora in 1952 in Lviv. Mr 
Yavlinsky is an army 
officer's son who started 
work at 16 as an electrician 
and later graduated from 
the Plekhanov economics 
institute in Moscow. He was 
a Communist Party member 
from 1985 to 1991, the years 
spanning Mr Gorbachev’s 
time as Soviet leader. Bat in 
August 1991 Sir Yavlinsky 
was at the “White House”, 
the Russian parliament 

h niliHny , jo ining Mr Ypl farin 

in the suppression of a 
conservative Communist 
coup. 

His political party, 
Yabloko (Apple), derives its 
name from its three 
founders in 1993 — Mr 
Yavlinsky himse lf, Yuri 
Boldyrev and Vladimir 
Lukin. It became the fourth 
largesthloc in parliament 
after elections in December 
1995. having won 6.89 per 
cent of the vote, and it is 
dismayed by what its 
members see as the 
willingness of Mr Yeltsin's 
administration to cut deals 
with the larger Communist 
■nil Rnnrinn nationalist 
factions. 

Referring to Anatoly 
Chubais and Boris Nemtsov, 
the previous government’s 
most prominent reformers, 
Mr YavlinSky says: “Last 
year ... we had a ‘dream 
team* government for half a 
year until last autumn. Bnt 
even under these conditions 


t 



investment" 

The problem, he says, is 
that Mr Chubais, the 
architect of Russia's 
privatisation programme, 
created a type of “bandit 
capitalism” that gave untold 
power and riches to a small 
group of unscrupulous 
tycoons who now see little 
reason to submit to 
demands for reform. 

They may appreciate the 
eventual need for fair rules 
of competition in Russia, 
bnt they will not change as 
long as politicians such as 
Mr Chubais remain in Mr 
Yeltsin’s tamer circle of 
advisers. 

As for Mr Nemtsov, 
brought to Moscow by Mr 
Yeltsin after a damiing 
performance as a reformist 
in the provincial city of 
Nizhny Novgorod. Mr 
Yavlinsky says that when 


first in government he “had 
direct access to Yeltsin, but 
he didn’t know what to do 
with this access. He’s a 
provincial and Moscow 
immediately swallowed 
him". 

Mr Yavlinsky fears 
matters could become 
critical unless far-reaching 
reforms start soon. 
“Revolution happens in 
Russia when yon have a 
moral crisis," he says, 
pointing to the monarchy of 
1917 and the discredited 
Conmnmists of 1991. 

“Now the people are not 
interested in Yeltsin’s 
speeches or in what the 
government is saying or 
doing. It will.be only a 
question of time, if there's a 
gap getting bigger and 
bigger between the political 
regime and society.” 

Tony Barber 
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Neutral force in a 
seething cauldron 

to astonish Mr Kiriyenko as a quick appreciation of 

much as anyone else: the capitalism when Russia 
35-year-old minister was stumbled towards the 
forced to cancel plans to market in the early 1990s. In 
attend his daughter's eighth quick succession, he 
birthday party that day. emerged as chief executive 

Later, the unassuming Mr of the Garantiya commercial 
Kniyenko was shown onthe bank and president of 
television blinking in Norsi-OU, a big refining 

apparent disbelief as he was company, forging close ties 
shown round his opulent with Boris Nemtsov, the 
new prime ministerial office reformist governor of 
by Mr Yeltsin. Nizhny Novgorod. 

But, as so often with Mr When Mr Nemtsov was 
Yeltsin, the choice reflected summoned to Moscow in 
shrewd calculation as much March 1997 as first deputy 
as personal intuition. As a prime minister, Mr 

newcomer to Moscow, Mr Kiriyenko was quick to 
Kiriyenko has so far made foDow, becoming deputy 
few enemies and is viewed energy minister later that 
as a neutral force in the year. In that role, Mr 

seething cauldron of Kiriyenko impressed 

K remlin politics. Russia's oil barons by his . 

“Kiriyenko is what they knowledge of the industry 
call a technocrat an expert and won new friends in the 
in management" Mr Yeltsin far east by helping to ease 
said in a national radio the region's energy crisis, 

address. “He is a man who is Mr Kiriyenko 's 
not linked today with any market-minded 

political parties or administrative skills - still 

movements. At the same rare in Russia's 
time he is capable of * Soviet-impregnated 

conducting dialogue with bureaucracy - quickly drew 
anyone, he Is ready to listen him to the attention of the 
to the opinions of different Kremlin. He was elevated to 
sides. Some say: “He is too the post of energy minister 

young, he lacks experience in November 1997 entering 
erf life. It is too early far him the cabinet for the first time, 
to rise that high’.** Mr Just four months later, he 

Yeltsin added. “I started running the cabinet, 

categorically disagree. including his former patron. 

Professionalism and stamina Mr Nemtsov, 
are not defined by your date Such a meteoric rise might 
of birth." have been expected to 

Mr Kiriyaoko was born on engender bitter jealousies 
26 July 1962 in the Black Sea among his colleagues but, so 
town of Sukhumi, now in the far, there has been no trace 
disputed Abkhazian region _ of them - in public, at least, 

of the independent republic ' Mikhail Zadornov, finance 
of Georgia. Soon after, his minister, is complimentary 
family moved to Gorky, later about Mr Kiriyenko’s 
renamed Nizhny Novgorod, abilities. “He is first of all a 
a closed industrial town in very professional man. He is 
central Russia, 'where the a very good manager. And, 
gifted young Mr Kiriyenko without doubt, be knows 

started to shine. bow to work well with 

“I am quite an inter es t i ng people." 
mix,” he said, In one of his But Mr Ktriyenko’s 

first television interviews. greatest strengths may also 

“My mother is Russian, my prove weaknesses. His 
father was a Jew, the inexperience of Kremlin 

surname is Ukrainian and 1 politics will limit his ability 
was bam in Abkhazia." to get things done. His 

In some respects, this political naivety may yet 
eclectic background made antagonise the government's 

Mr Kiriyenko a classic parliamentary opponents 

“Soviet man" - as he readily who have to approve his 
admits. In his youth, he was candidacy. His apparent 
a committed Communist and integrity may offend' 
an active member of the ■ Russia's powerful “robber 
Komsomol, the Communist barons”, who regard 

youth movement, only later ministers as their hirelings 

rejecting the ‘impractical" rather than as their masters, 
tenets of Mam'sm-lAwinism- Yet Mr Kiriyenko is not a 

Mr Kiriyenko remains man to be underestimated, 
entirely unembarrassed by as is shown by his two 

his past political beliefs. “I somewhat unlikely hobbles: 

did not do anything against mountain climbing and 

my conscience. I sincesrely martial arts. As one TV 

believed in those ideals. It commentator noted, a head 

was only later that I for heights and the ability to 

understood that it was deflect hostile blows axe 

impossible to implement essential traits for any prime 


■ of rwxrt orty 
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Boris Yeltsin loves surprises. 
Whether it is grabbing a 
conductor’s baton to lead an 
impromptu concert while on 
atrip to Germany or playing 
“spoons" on the heads of 
visiting dignitaries, the 
Russian president likes to do 
the unexpected. - 
But even Mr Yeltsin 
i ff/idiHi hfrpawW last month 
when he abruptly sacked 
Victor Chernomyrdin as his 
long-standing prime minister 
and named Sergei Kiriyenko 
as Ms replacement 
Unknown to some of bis 
ministerial colleagues, let 
alone the general public, Mr 
Kiriyenko had only been 
working in Moscow for a 
year when he was 
summoned from the bowels 
of the dingy energy ministry 
bufiding to run the biggest 
country in the world. 

His appointment appeared 


them.” minister. 

Thp adaptable Mr 

Kiriyenko certainly showed John Thornhill 


THE ICREMLIN INNER CIRCLE » by Chrystia Freeland 

The first family 
jostles for position 


Mr Yeltsin's 
entourage wields 
huge power, yet 
the president is 
still at the helm 

The place in history books 
for President Boris Yeltsin 
as Russia's first democrati- 
cally elected president is 
assured. But as his rule 
lengthens and his body 
weakens. Mr Yeltsin is 
reverting to an older, more 
authoritarian style of leader- 
ship. like the ageing tsars of 
imperial Russia, or the geri- 
atric general secretaries of 
the Soviet Union, he has 
become a ruler of vast legal 
authority yet one with an 
increasingly tenuous per- 
sonal command of the 
details of governance. 

This has allowed the 
growth of the power of the 
friends, family members and 
official advisers surrounding 
him. While unelected and, 
unlike senior government 
ministers, requiring no par- 
liamentary approval, their 
influence on the president 
means these Kremlin court- 
iers often seem to have more 
political muscle than cabinet 
or top parliamentary offi- 
cials. “Only four or five 
people have regular access 
to the president and this nar- 
row group has tremendous 
influence in the country 
says Lilia Shevtsova, an 
political scientist. 

Yet the power of Mr Yell- 
sin’s entourage is not abso- 
lute. Although visibly frail 
and prone to embarrassing 
public gaffes, Mr Yeltsin 
is still too powerful a leader 
to be reliably manipulated. 

Instead, the presidential 
clique draws its strength 
from its ability to fill in the 
growing gaps in Mr Yeltsin's 
grasp or the details of Rus- 
sian and world affairs. 
Through their control of his 
timetable and of the newspa- 
pers he reads and the televi- 
sion programmes he 
watches, the president’s inti- 
mates exert huge influence 
over the fate of the country. 

Chief among these Krem- 


lin courtiers is Valentin 
Yumashev, a former journal- 
ist and ghost-writer of Mr 
Yeltsin's mem oirs who has 
become a close family friend 
and bead of the presidential 
administration. 

As the liason between the 
president's close-knit family 
and tbe official Kremlin 
staff. Tatyana Dyachenko - 
Mr Yeltsin’s younger daugh- 
ter who has been appointed 
a Kremlin adviser - is one of 
Russia's most powerful 
women - a role which 
emerged during the decisive 
1996 presidential election 
campaign. 

Other Influential figures 
include Sergei Yastrzhemb- 
sky. the suave Kremlin 
spokesman and foreign pol- 
icy adviser. Viktoria Mitina. 
a family friend who has also 
been made a Kremlin offi- 
cial, and Alexander Livshits, 
a long-standing Yeltsin 
backer and former minister 
of finance, now the presi- 
dent’s economic adviser. 

But most significant may 
be Boris Berezovsky, a finan- 
cier who briefly served in 
the Yeltsin government. 
Today. Mr Berezovsky occu- 
pies no state post but admits 
to close ties with the Krem- 
lin entourage, describing 
himself as Mr Yumashev's 
“unpaid adviser” and a man 
who is listened to by Ms 
Dyachenko. 

“Yumashev is an impor- 
tant interface between the 
president and the world," Mr 
Berezovsky said recently. 
"With regard to Tatyana 
Dyachenko ... I truly do 
have the opportunity to state 
my point of view." 

But observers such as Ser- 
gei Markov, a respected 
political analyst, suspect 
that Mr Berezovsky's influ- 
ence goes much further, 
viewing the former mathe- 
matician as a modern-day 
Rasputin. secretively 
manipulating the president 
and his entourage. Mr Bere- 
zovsky denies these charges, 
as he does the theory that he 
engineered last month's gov- 
ernment dismissal. 

According to Kremlin 


Insiders, and given Mr Yelt- 
sin's passion for being in 
charge, it is hard to accept 
the view of the president as 
a puppet in Mr Berezovsky's 
hands. 

But observers keen to 
diminish his role as merely 
clever publicity are probably 
a ten wrong - as suggested 
by the former ministers who 
last month queued up to pri- 
vately petition him for jobs 
in the new government 

As Mr Yeltsin ages and as 
presidential elections, sched- 
uled for 2000 draw closer, the 
influence of his entourage 
can only grow. The mast 
important issue in which 
they will have a voice is 
whether or not Mr Yeltsin 
decides to run for a third 
presidential term. 

Many analysts believe that 
the president’s family and 
friends are urging him to 
hang on. fearful for their 
personal power, safety and 
prosperity. But other advis- 
ers. notably Mr Berezovsky, 
have come out against a 
third Yeltsin term, arguing 
that the president is too 
weak to carry an. 

To win over the Yeltsin 
dan. the powerful magnates 
who helped secure the presi- 
dent’s victor) 1 in 19% are 
already considering ways of 
offering the family financial 
and political security. “Tbe 
Kremlin circles want sur- 
vival . They want the process 
of succession to be stable 
and as far under their con- 
trol as possible," says Sergei 
Karaganov. a Kremlin 
adviser. 

Yet all these elaborate pro- 
visions and byzantine alli- 
ances can still be wiped out 
by the will of a single man. 
For all his frailties, Mr Yelt- 
sin still enjoys the powers or 
an elected tsar with a pen- 
chant for destroying allies 
who become too powerful - 
as he did with last month's 
cabinet shuffle and with the 
painful riigmiaga i of Alexan- 
der Korzhakov his best 
friend and bodyguard in 
1996. In the most crucial 
moments. Tsar Boris rules 
alone. 



ALFA-BANK 

Voted the Best Bank in Russia - 1998 
Voted the Best Bank in Russia - 1997 

EUROMONEY-S CENTRAL EUROPEAN MAGAZINE 


The present decade has witnessed formidable change in Russia and continues to 
promise great changes ahead. Alfa Bank works in and against the massive backdrop 
of this continuing change and has again succeeded through 1997 and into 199S in 
being recognised as one of the winners in the Russian banking and investment sector. 

Alfa Bank, the flagship financial institution of the Moscow-based 
Alfa Group Consortium, has now risen to the position of the 
ninth largest bank in Russia, measured, by total assets, which 
exceed USS 1.6 billion - with total capital of approximately 
USJ 160 milli on, bi a financial sector still not renowned for 
Western-standard performance and transparency, Alfa Bank 
and its sister investment bank, Alia Capital, are now firmly 
recognised as among the very few top-quality Russian 
commercial and investment banking groups. Alla Bank's 
achievements include; 

"Best Bank in Russia" award from Euromoney's Central 
European for the second year running 

• S years of audited IAS standard Report and Accounts 

One of the first Russian banks to have ratings from all three 
major international rating agencies 

One of the first Russian banks to 
issue a Eurobond 
The fust Russian bank to launch a 
US Commercial Paper Programme 

• Afccjsdimoqn with four of the 
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Farmers in Kurflovo: a change in mentality is nandad along with entrepreneurial new managers to bring about a renaissance In Russian fanning 

AGRICULTURE • by Ley} a Boulton 

Wake up call for farmers 


MWuiJqpwUBMP 


A land auction 
may provide the 
catalyst for 
change that is so 
badly needed » 

Russian agriculture usually 
evokes a picture of slow 
change and endless subsi- 
dies. But last month, the 
country's sleepy rural scene 
was stirred by the most 
important event since the 
Bolsheviks eradicated pri- 
vate land ownership. 

The Saratov region in 
south-western Russia held 
the country’s first private 
land auction five years after 
the collapse of Communism. 

“This sets a precedent for 
other regions to follow," 
says Vladimir Prokapchuk. 
deputy chairman of Sara- 
tov's land committee. 
“People don't need bureau- 
crats' permission to just take 
the land and work with it 
At the moment we are Just 
sitting on wealth which is 
not being exploited." 

Last month’s auction of 20 
land plots including farm- 
land is to be followed by fur- 
ther sales in the Saratov 
region this month, with the 
additional benefit of helping 
to fill the local administra- 
tion's coffers. Other parts of 
the country, such as Tatar- 
stan. want to fallow suit 

The auction was important 
because private land sales 
have remained taboo in Rus- 
sia even five years after the 
country launched its dash to 
a market economy and 
allowed farmers to own their 
own land. 

The move had the blessing 
of President Boris Yeltsin, 
who last July vetoed a draft 


land code submitted by par- 
liament because it did not 
allow for the development of 
a free land market He sees 
private land ownership as 
Crucial to the development 
in Russia of a strong farm 
sector and of free enterprise. 

In theory, all Soviet-style 
collective and state farms 
have already been “reorgan- 
ised" into privately owned 
legal entities. But on most 
farms “nobody has bothered 
to tell people that they've 
been privatised and they 
have a right to the land and 
property", says Chris Wil- 
liams, manager of the agri- 
cultural reform programme 
run by the International 
Finance Corporation (IFC). 
the World Bank's private 
investment arm. 

Communists and other 
conservatives fear that 
allowing free land sales will 
mean it will be swallowed up 
by speculators and foreign- 
ers. The Saratov region pres- 
ented parliament with a fait 
accompli and established a 
legal mechanism for the sale 
and purchase of land. 

Even the Saratov adminis- 
tration respected one endur- 
ing taboo by not allowing 
the outright sale of land to 
foreigners. Nonetheless the 
region, keen to attract for- 
eign investors, says they can 
lease It for 50 years. 

A free land market is only 
one of several requirements 
for revitalising a sector 
which, according to Anatoly 
Chubais, the former first 
deputy prime minister, costs 
the country S20bn a year in 
subsidies. 

Unlike their well-subsi- 
dised counterparts in the 
west. Russian farms, 
squeezed for years by the 


Soviet drive for guns, cannot 
even put butter on Russian 
tables. 

The IFC. which has 
worked to translate farmers' 
rights into reality at hun- 
dreds of Russia’s farms, says 
a change in mentality Is 
needed along with the 
encouragement of entrepre- 
neurial new managers. It is 
also conducting a public 
information campaign to 
help change attitudes among 
farmers who form “the most 
conservative part of the pop- 
ulation”. 

But before a renaissance of 
agriculture in Russia - a big 
exporter of grain before the 
191? revolution - can take 
place, attention needs to be 
focused in three further 
areas: rationalisation, 

finance and processing. 

The need for serious 
restructuring of the sector 
was conceded by Victor 
Khlystun, the acting agricul- 
ture minister, who last year 
outlined government plans 
to split forms into three cate- 
gories: those that are insol- 
vent, those that may or may 
not be insolvent and forms 
needing medium-term help 
to thrive in the longer term. 

Whether the new govern- 
ment will act on these find- 
ings in allocating future sub- 
sidies remains unclear. But 
one change is aimed at mak- 
ing the allocation of such 
hand-outs more efficient. 
From this year, it has 
handed over distribution of 
state fanning loans to 12 
banks to replace the two 
institutions which monopol- 
ised the process in the past 

The idea is that the newly 
created Association of Banks 
in Support of Agrarian 
Reform in Russia will find 
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more efficient ways of 
distributing the money, 
despite the foct that the 
banks themselves are not 
taking an any risk. 

While private ownership is 
advancing. Russia still lades 
mprirarrtgmg allowing form- 
ers to mortgage assets to 
guarantee loans. Apart from 
keeping up subsidies, the 
government says it also 
wants to develop leasing of 
form equipment 
The IFC argues that the 
dearer ownership structure 
emerging in same farms is 
already making them ripe 
for private investment 
"Now investors are inter- 
ested in working with reor- 
ganised farm s." says the 
IFC'S Mr Williams 
Re refers mainly to foreign 


processing companies need- 
ing reliable domestic sup- 
plies of raw materials to 
expand production in Russia. 
He cites the example of Cem- 
pina, a Dutch company 
looking to secure milk sup- 
plies to manufacture 
yoghurt 

The company imports 
50,000 trmnafl of yoghurt a 
year but wants to start pro- 
duction in Russia to avoid 
hefty Import duties. "For 
this you need reliable sup- 
plies of high-quality inputs,” 
says Mr Williams. Prece- 
dents for this range from 
Moscow’s many McDonald’s 
fast food restaurants, which 
use Russian beet to attrac- 
tive new Tetrapak cartons, 
selling Rt y ts fon mfnc under 
the brand name “33 Cows". 


THE OIL INDUSTRY* by Simon Davies 

Price slump 
a catalyst 
for reform 


Oil companies aie 
being forced to 
look at corporate 
structure, costs 
and efficiency 

The collapse In the oil price 
that is squeezing profitabil- 
ity - in an industry which 
accounts for about 15 per 
cent of Russia’s gross domes- 
tic product and half of its 
stock market value - could 
be of considerable long-term 
benefit to the sector. 

The oil companies are 
being forced to address the 
crucial issues of cost effi- 
ciency and corporate struc- 
ture. which will need to be 
resolved if they are to 
attract the levels of cash 
required to exploit Russia’s 
vast natural resources. 

“The crisis of the oil price 
will stimulate companies to 
work faster on restructur- 
ing," says Eugene Schvidler, 
chief financial officer at 
Yuksi, the newly formed 
Russian oQ group. 

The industry is still strug- 
gling to recover from the 
impact of tta hurried privati- 
sation. In their desire to pre- 
vent any turn In the tide of 
democracy, the first demo- 
cratic governments brake up 
the monolithic Russian oil 
industry into tiny fragments, 
>0K h as individual ofl wells 
and refineries. 

Over the past five years 
the industry has been 
attempting to rebuild more 
efficient structures - a pro- 
cess that needs to be acceler- 
ated. 

A number of problems 
need to be addressed in the 
process of rationalisation. 

First, there need to be 
fewer, bigger oil groups. The 
decision of Yukos and Sib- 
neft to merge into Yuksi, has 
put pressure on smaller com- 
petitors. Sidanco and Lukoil 
have held talks - although 
no agreement has been 
reached - and a number of 
smaller operators are expec- 
ted to be mopped up. 


There is also pressure to 
integrate the oil giants' myr- 
iad subsidiaries and associ- 
ates - many of these groups 
are stffl merely holding com- 
panies. 

The ongoing sale of Ros- 
neft, the last of the govern- 
ment's large oil interests, 
should accelerate this ration- 
alisation process. Rosneft 
win almost certainly be com- 
bined with existing oil 
groups, most of which have 
expressed an interest in bid- 
ding. 

Such changes should ihw 
enable these groups to max- 
imire the benefits of the next 
phase of evolution, bringing 
in western partners to pro- 
vide hard cash and expertise. 

Yuksi recently offered a 5 
per cent stake to Elf Aqui- 
taine, at a 40 per cent pre- 
mium to the Russian group's 
share price - with the poten- 
tial for an increase after the 
shares get an overseas list- 
ing. 

Nonetheless, valuations 
for these companies, whose 
oil reserves dwarf those of 
most of the world's oil 
majors, are befog held bade 
by the lack of transparent 
structures. 

The industry also needs to 
focus on casts. It has gone 
some way towards achieving 
western cost standards. Most 
of the large state oil group 
have been passed an to large 
financ i al industrial groups, 
which have not beat loath to 
strip out labour costs. 

“Russian oil companies 
have focused heavily on 
costs, because the tax sys- 
tem is revenue based, and so 
it provides a significant 
incentive for cost cutting." 
says Peter Houlder, manag- 
ing director of the Russian 
Investment hanking and con- 
sultancy company Cen- 
trelnvesL Since revenues are 
taxed, the benefits of ration- 
alisation go straight to the 
bottom line. 

Yuksi’s recent agreement 
with Schlumbergsr of the US 
to outsource a slice of its 
S2bn-a-year oilfield services 


TAX COLLECTION • bv Leyla Boulton . — i. 

Hard times for 
Russia’s taxmen 


The government 
is omy just 
starting to tackle 
raising more cash 
from taxpayers 

“Lost your appetite for sex?" 
asks a voice, as a mail in bed 
fidgets restlessly with a light 
switch. “Then pay your 
taxes, and sleep well at 
n i ght. " Thus runs a Russian 
television ad exhorting 
people to pay their taxes, the 
latest in a belated series of 
government efforts to 
improve tax collection. 

. Last year, the government 
had to cut back its spending 
plans after collecting little 
more than half its planned 
tax revenues. The Interna- 
tional Monetary Fund tem- 
porarily suspended, payment 
of instalments of a $10bn 
loan out of concern about 
Russia's poor tax collection. 

“The only thing that 
should matter for the gov- 
ernment is to collect taxes.” 
says Sergei Aleksashenko, 
the first deputy governor of 
the central hank-. ' Mr Alek- 
sashenko, part of a team of 
young reformers in charge of 
the hank mn prfdfi himself 

on the foct the bank has 
stopped its old inflationary 
practice of printing money 
to pay the state's bills. 

But the government is 
only just getting to grips 
with the challenge of raising 
more money from taxpayers 
and borrowing less from 
Russia's fSna»wiai markets. 

The problem is new to a 
country which a decade ago 
had no need for a tax system 
or a currency because it 
operated as a state-owned 
economy closed to market 
economics. 

In modern Russia, 
improved tax collection is 
crucial not just to mini ons of 
state employees who are not 
being paid as a result of 
holes in the national budget 
It is also important far curb- 
ing heavy government bor- 
rowing that Is driving up 
interest rates. 

Mikhail Zadornov, acting 
RnanpA minis ter says collec- 
tion has improved over the 
past year but remains at 
unsatisfactory levels. How- 
ever. he says the govern- 


ment is tackling the problem 
on three fronts. 

First, it has stopped 
accepting tax “offsets” - the 
practice of allowing compa- 
nies to deduct from their tax 
bills money owed by the 
state - as a legitimate form 
of payment and was insist- 
ing on. “live cash". 

Although this will initially 

moan a nominal foil in tax 
revenues — tax offsets 
Bi-rannfMi for on&quarter of 
an revenues last year - the 
policy will make it easier for 
the government to pay its 
own hills. “Our principled 
position is that we must 
eliminate tax offsets to 
increase the live cash that is 
coming into the budget," be 
says. 

Second, the government 
will cut back on tax conces- 
sions to individual compa- 
nies. “We have practically 
entirely eliminat ed the privi- 
leges and deferrals granted 
to Individual tax payers,” Mr 
Zadornov says. 

Third, the finance minis- 
try has reduced the benefi- 
cial tax treatment accorded 
to favoured regions and 
closed cities. “Last year, 
some regions such as Yaku- 
tia and Ingushetia were put 
on an equal tax basis with 
other regions. That will also 
give us additional revenues.” 

Closer supervision and 
control is to be imposed on 
the biggest tax-paying corpo- 
rations, such as Gazprom, 
the UES electricity utility 
and the biggest transport 
and oil companies. Tax 
inspectors will monitor these 
companies’ payments on a 
monthly basis. “There is not 
only a stick, there is also a 
carrot," Mr Zadornov says. 

The new budget law has 
greatly reduced late tax pen- 
alties and one provision 
enables companies to res- 
chedule their accrued tax 
debts if they pay their cur- 
rent taxes on time In same 
cases there will be a mutual 
settlement of debts between 
these companies and the 
government. 

Mr Zadornov says the 
regime will he gfrmpTtfteri and 
strengthened by the adop- 
tion of the new tax code 
which he says he hopes par- 
liament will pass by July, 
enabling the government to 


plan next year's budget on a 
fresh set of assumptions. 

The government has 
already launched a publicity 
drive to encourage tax pay- 
era to submit their tax decla- 
rations on time this year. 
Last year, only L2m people - 
or 2 per cent of the active 
workforce - filed tax 
returns. Mr Zadornov hopes 
«mt. figure will be at least 
twice as big this year... . 

It win be an uphill battle. 
As one comedian put it, “the 
government jokes with us by . 
aolring whether we will pay 
taxes and we joke back say- 
ing of course we wDl". 

“Everybody is trying to 
avoid paying taxes," says 
Vladimir Potanin, head of 
the powerful Oneximbank 

firmurial and industrial hold- 
ing company. “Some institu- 
tions are doing this using 
legal means and the Ineffi- 
ciency of the our tax Ions 
and others are simply not 
paying anything at afi." 

Rarely have solutions to a 
problem been so clearly 
recognised yet so tough to 
apply successfully in prac- 
tice. The system “should be 
transparent and applicable 
to all", says Mr Potanin, who 
complains that tax collectors 
sporadically pick cot a flew . 
big companies to pay their 
taxes and “forget about the 
rest of the country”. 

Boris Fyodorov, the former 
finance minister who is 
an gttng for the job of chief 
tax collector, says what is 
needed is “a sensible lower- 
ing of the tax burden and 
then to hit hard add put 
non-payers in prison". 

He praises the new tax 
code for simplifying the pres- 
ent system, and the govern- 
ment’s adoption of" more 
realistic spending plans, as 
steps in the right direction. 

But like many of the gov- 
ernment's critics he believes 
that political will is the most 
important ingredient for 
cracking down on corrup- 
tion, the biggest obstacle -to 
improved tax collection. 

“The bankers tell me that 
for 910,000, you can solve 
any problem with the tax 
system," says Mr Fyodorov. 
“People see tax collection be 
a job where yon don’t get a 
huge salary but you get lots 
of benefits." 





Fbcus on costs: Victor Kozakov (right}, deputy chairman of YuksL 
Russia’s largest ofl company, looks on as Ban Baird, CEO of 
Sehkari&etger, foe IS o3 sendees company, signs si oidsourolng 
ignsoiiwnl rTtwn ifcnii— nm]i 


agraemant 

costs to a new joint venture 
company looks like a step in 
the right direction. The new 
alliance will take cm services 
at a number of Yuksi’s exist- 
ing oil fields in Russia, and 
-Yuksi claims it will compete 
for business from other Rus- 
sian oil groups. 


But the Industry has been 
held back by wider problems 
stemming from the unravel- 
ing of more than 70 years of 
Communism. 

The birth of democracy led 
to the creation of indepen- 
dent companies, but it has 
been hard to make these 


companies abandon the 
social responsibilities they 
carried under the previous 
regime. 

Mr Schvidler argues that 
this is changing “The local 
politicians understand what 
is going an, they understand 
that we cannot operate at a 
loss. Municipalities now 
have to take control of kin- 
dergartens and municipal 
housing." 

There are also the prob- 
lems of getting paid in an 
economy which is starved of 
cash. According to Mr 
Houlder, up to 90 per cent of 
domestic payments for the 
oil industry are settled by 
barter - oil MQs are off-set 
by electricity costs or even 
taxes. This is clearly an hin- 
drance to efficient manage- 
ment 

Another problem lies with 
the inefficient and costly 
Transneft, the monopoly 
state-owned pipeline com- 
pany, which 18 holding hade 
oil exports. 

Taxation hits the sector 

bard. Due td th»> ex ten t of 
the government's tax collec- 
tion problems, the ofl indus- 
try is disproportionately 
picked upon, providing 
about one quarter of the fed- 
eral government’s total tax 
revenues. 

The foiling ofl. price may 
have adverse affects on the 
industry, forcing companies 
to shut production from less 
profitable -oil wells. Yuksi 
has said it expects to cut 
production this year by up to 
5 per cent. 

But thp industry is opti- 
mistic about the appoint- 
ment of Sergei Kiriyenko, 
former energy minis ter, as 
the new prime minister. 

“The new prime minister 
is very sensitive to the 
issues of our industry,” says 
Mr Schvidler. “So the politi- 
cal changes aHwniH make it 
easier to get tax conces- 
sions." 


Russian Trade Exhibition 
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Despite signs of 
' change, ecologists 
face a horrendous 
task in cutting 
pollution levels 

Pew environmentalists 
wo uld s ee an explosion in 
car ownership as good news 
far the environment or view 
dimate change as irrelevant. 

But Alexei Yablokov, Rus- 
sia's leading ecologist, 
believes both these things 
are true in a country that 
has been turned into an ecol- 
ogist's nightmare by 70 years 
of ruthless Communist 
industrialisation and where 
environmentalists are 
“struggling: for survival". 

Despite the fact that 
Moscow's congestion and 
exhaust pollution now rivals 
that of Paris or New York, 
the increase of private cars 
on the streets of Moscow is a 
sign of the emergence of a 
middle-class - something 
that Is essential for the sup- 
port of a strong environmen- 
talist movement 

“We don’t have the mass 
support of the population," 
says Professor Yablokov, 
who was dropped from Rus- 
sia's National Security Coun- 
cil last year as the top Krem- 
lin adviser on ecology and 
radioactive safety. Tor eco- 


logical organisations to 
sxist, we need elementary 
funds." 

Worries about global 
warming - so fashionable in 
the west - pale into insignif- 
icance, he says, alongside 
more immediate threats 
from water pollution, and 
radioactive waste from 
nuclear power plants, weap- 
ons and submarines. 

The bright spot In Russia’s 
industrial collapse In the 
1990s is that it has reduced 
pollution from factories that 
once pumped heavy metals, 
oil and other pollutants Vt?t o 
land, water and air with few 
controls. 

In addition, the veil of 
secrecy surrounding the 
country's environmental 
health during the Soviet era 
has been torn down. 

Nevertheless, Professor 
Yablokov worries that 
attempts are hwing made to 
rebuild it. Last November, 
for instance, a spokesman 
for the Russian Atomic 
Energy Ministry alleged that 
laws banning the classifica- 
tion as secret of ecological 
data were introduced to aid 
foreign intelligence services. 

Professor Yablokov, who 
has sued the same spokes- 
man for accusing him of 
unpatriotic behaviour, has 
also criticised the Russian 
government for creating new 


“secret” areas that are 'off- 
limits to foreigners and most 
Russians: 

In addition, the burst of 
ecological consciousness 
among politicians under 
Soviet president Mikhail 
Gorbachev in the late 1980s 
may be on the decline. “This 
[issue] is not a serious con- 
cern for the leaders of the 
Russian Federation," says 
Victor Danilov- Dan Ilian, 
head of Russia's Environ- 
mental Protection Commit- 
tee. The committee lost its 
status as a ministry in 1996. 

But anecdotal evidence 
suggests that the public is 
becoming more aware of eco- 
logical issues. The word ecol- 
ogy is raised more fre- 
quently in conversation 
while advertisements boast 
the environmental merits of 
ever y t hing from sausage to 
mineral water. 

Another source of opti- 
mism for environmentalists 
has been the Russian courts' 
defence of the anvtronmenL 
Earlier this year, the 
Supreme Court declared a 
dozen government logging 
permits illegal because they 
had not been preceded by an 
environmental impact 
assessment 

Also this year, the Moscow 
electoral commission was 
forced by a city court to 
allow environmentalists to 



Troubled w aters ; a local reafctont with tbh which he caught 
in a pointed lake in the industrial town of Dzsrzblnsk, 
about 400 kilo metres east of Moscow, bi a report published 
testyaor dtotaSfog dkxrin poButton in Russia, Greenpeace, 
the inte rna tional enviro nm en ta l organisation, named 
Dm xhinsk as the afte of the country's worst chemical 
pollution and Identified Rs nearby lake as the most 


collect 100.000 signatures for 
a referendum on whether 
the city should plant two 
new trees for each one it 
uproots. 

Mr Danilov-Danllian says 


that the post-Soviet era has 
seen a big improvement in 
the authorities' ability to 
enforce environmental legis- 
lation. He says 60 par cent of 
the 250,000 violations of envi- 


ronmental legislation discov- 
ered by authorities last year 
were rectified, although 
another 40 per cent “were 
not stopped”. 

Russian companies con- 


poisonous in the world 


firm they have fitted a Mg 
increase in penalties - 
although they often claim a 
lade of cash with which to 
pay env i ro n mental fines. 

In an economy which still 
operates largely through bar- 
ter or the accumulation of 
debts, lack of cash is also 
what prevents Russia's rich- 
est industries - and among 
its worst offenders - from 
introducing 

improvements. In oQ produc- 
tion, for instance, pipes con- 
tinue to leak oil Into the 
ground and water at alarm- 
ing rates. 

Some companies have 
been forced to make their 
operations more environ- 
mentally friendly. Uralmash, 
the Soviet Union's biggest 
heavy machinery plant that 
was privatised in 1993, has 
held its energy Mil over the 
past four years at 22 per cent 
of its total costs, compared 
to a 41 per cent level it 
would have reached had the 
company done nothing. 

It has also stopped dump- 
ing oily wastes into the local 
lset river, having set up a 
biological process for break- 
ing them down. Finally, it is 
about to put on stream a 
new water treatment plant 
to clean up supplies to the 
homes of Urahnash’s 14,000 
woriters. 

Alexander Zhernakov, 
operations manager at Ural- 
mash, says the company was 
forced to make big improve- 
ments in energy efficiency in 
the wake of huge price 
increases made by monopo- 
listic utilities. 


SvMfWpuMnM* 


The environmental prob- 
lem of greatest concern to 
most Russians Is the pollu- 
tion of water supplies. A 
recent Btraw poll of the 
inhabitants of Yekaterin- 
burg, home town to both 
Uralmash and President 
Boris Yeltsin, produced 
unanimous agreement that 
poor water was the country's 
most pressing ecological 
problem today. 

Cleaning up the water sup- 
plies will depend on whether 
people can be persuaded to 
pay more for their water in 
order to fond new treatment 
plants. “If people have to 
choose between bread today 
and clean water t o morr o w, 
they will choose bread 
today,” says Mr Danilov- 
Danilian. 

But some of the residents 
taking part In Yekaterin- 
burg's straw poll - said they 
would be prepared to pay 
more “for quality”. 

A pioneer in testing this 
proposition is St Peters- 
burg's water and sewerage 
utility, which is struggling 
to finalise a loan from the 
European Bank for Recon- 
struction and Development 
to help revamp the city's 
dilapidated water network. 

Although St Petersburg 
authorities have agreed to 
underwrite the loan, the 
EBRD has set two other con- 
ditions for the loan. It is 
demanding not only a time- 
table for tariff increases but 
payment guarantees from 
Russia's finance ministry In 
case state-owned institutions 
fail to pay their bills. 
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Disenchantment 
takes root 
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Miners whose 
protests helped . 
oust communism , 
are still waiting to 
reap the rewards 

In 1989, the Kuzbas and its 
militant miners seemed to 
represent all that had been 
wrong with Soviet commu- 
nism and symbolise what 
could be right with Russia if 
communism was swept 
away. Their protests ham- 
mered one of ther. flnal nails 
into the coffin of the USSR, 
which could not bear the 
opposition of the proletariat 
it was pledged to defend. 

The Kuzbas miners were 
also one of Russian Presi- 
dent Boris Yeltsin’s most 
important early allies, in the 
dying days of the Soviet 
Union when the robust 
Siberian politician was the 
hero of Russian democrats. 
Nearly a decade later, the 
Kuzbas is gravely disen- 
chanted with the revolution 
it helped set in motion. 

“We supported Yeltsin, 
our onion supported him, 
and we supported Chubais 
[the radical market reformer 
sacked from the cabinet last 
month] too," says Vitaly 
Makarov, head of the Somso- 
molets mine local of the 
Independent Trade Union of 
Coal Miners, the anti-com- 
munist trade union most 
vocal in supporting the 1989 
democratic revolt. “We 
hoped for improvements. 
But today, many people feel 
deceived. Life has just got 
worse." 

In the gritty Kuzbas, it is 
easy to understand the min- 
ers’ disenchantment. The 
economic mainstays of the 
region - coal mines and the 
metals industry - were the 
stars of the rough Soviet 
economy; but the obsolete 
miih and poorly out-fitted 
mine shafts are the 
unwanted step-children of 
the sleeker, more efficient 
capitalist system the new 
Russia is trying to build. 

Never a land of milk and 
honey, the Kuzbas has 
become a harsher place in 
which .to live over the past 
decade. Its snow black with 
coal dust in the se eming ly 
endless Siberian winters, its 
people housed in decaying, 
concrete bunkers, its most 
important factories on the 
edge of bankruptcy, the Kuz- 
bas., is the dark side of post- 
CommunJst Russia. 

And while the spoils of 
capitalism that glitter on the 
streets of Moscow have 
largely passed the Kuzbas 
by, it is rich in the malig- 
nant products of Russia’s 
market transition, with 
crime among the region’s 

fastest growing sectors. 

Ranote mining towns of. 
die region, sudh as Leninsk- 
Kuznctsky, whose mayor is 


under arrest and feeing 
criminal charges, have a hor- 
rifying murder rate: With a 
population of 140,000, an 
average of** two people a 
week were killed here last 
year. 

Aman Tuhev, the charis- 
matic leftist leader who was 
elected governor last 
autumn with nearly 95 per 
cent of the vote, admits that 
the. Kuzbas is a dangerous 
place to live. “Crime and cor- 
ruption have readied dimen- 
sions unheard of in any 
region,” Mr Tullev said in a 
television interview shortly 
after he took office. 

Confronted with the 
traumas of market transi- 
tion, combined with the sort 
of economic obsolescence 
even mature capitalist court 
tries such as the US and the 
UK have found difficult to 
•manage in their own fading 
coal regions, the leaders of 
the Kuzbas are struggling 
for solutions. ' 

In Leninsk-Kuznetsky, far 
example, Bakhtiyar 
Mamayev, the acting mayor, 
is trying to find jobs for 
those laid-aff by the decay- 
ing cod industry. 

A' well-educated, western- 
ised former Moscow banker, 
Mr Mamayev radiates good 
But it is hard to. 
see how his plan to invigo- 
rate a moribund textile fac- 
tory through .investments 
from the city's impoverished 
treasury will work. Even if 
his scheme meets with ini- 
tial success, it will be hard 
for textiles produced by the 
remote assembly lines- of the 
Kuzbas to compete with 
Asian imports, which have 
largely wiped out the Rus- 
sian textile industry. 

In Kemerovo, the regional 
capital, the authorities have 
another idea - to promote 
small businesses able to 
employ people sacked by 
unprofitable coal mines or 
steel mills. “There will be 
massive closures of the coal 
mixing, and so we must find 
hew Jobs, jobs which will 
help change the structure of 
the economy." says Sergei 
Berezniev, deputy governor 
of the region. 

But Mr Berezniev admits 
that the bureaucratic legacy 
of the Md system and the 
corruption of the new eco- 
nomic order have created an 
obstacle course for would-be 
entrepreneurs that the local 
government has not yet suc- 
ceeded in dismantling. He 
says that to register a new 
business requires “about 40 
signatures" from various 
apparatchiks. 

This bureaucratic night- 
mare “thwarts our develop- 
ment”, he says- ‘'This is the 
majn complaint of o 01 " entre- 
preneurs. They say that by 
the time you walk through 
all the necessary corridors, 
your desire to open a bom- 
nw«a has vanished. 


But for all Its difficulties, 
some western investors see 
hope far the Kuzbas. Jona- 
than Thompson, a South 
African consultant- who 
advises Kuzbasprombank, 
the region’s largest bank, 
believes that the Kuzbas’s 
high-quality reserves of coaL 
particularly coking coal, 
which can be exported, and 
some of its metals industry, 
contain the seeds of an eco- 
nomic renaissance.^ 

For now, though, Mr 
Thompson believes the 
potential of the Kuzbas Is 
constrained by the web of 
non-payments ham-stringing 
the entire Russian economy. 
In the local version of this 
vicious circle, the struggling 
metals plants do not pay the 
regional utility for their elec- 
tricity, and the utility, in 
turn, does not pay the coal 
mines, who do not pay their 
workers. 

But as the Russian econ- 
omy is slowly resurrected, 
Mr Thompson thinks the 
Kuzbas will pick' up too. “It 
is a world class coal basin, 
but its potential Is now 
obscured,” he says. For the 
depressed Kuzbas miners, 
who have helped one way of 
life disappear but have not 
yet seen a better one emerge, 
Mr Thompson's promised 
renaissance cannot come 
soon enough. 


A pragmatic 
approach has 
won the province 
much foreign 
interest 

In the Kremlin museum in 
the ancient city of Novgoro d 
stands a colourful exhibi- 
tion celebrating the 1917 
Bolshevik revolution. 

Alongside it is a simpler - 
though more moving - dis- 
play illustrating the lives of 
those Novgorodians who 
were repressed in Stalinist 
times. “People, we appeal to 
your memories, to your 
hearts. Do not allow their 
fete to become your fete,” 
the inscription runs. 

The juxtaposition of exhi- 
bitions sums up the spirit of 
modern-day Novgorod. 
While the city does not wish 
to deny its post, it aspires to 
a better future. “We are not 
reds or whites but Novgoro- 
dians,” is the constant 
refrain of Mikhail Prusak, 
the region’s 38-year-old gov- 
ernor. 

A small, moustachioed 
dynamo of a m a n , bristling 
with energy and purpose, 
Mr Prusak has succeeded hi 
trailing Novgorod into one 
of Russia’s most vibrant eco- 
nomic regions and a magnet 
for foreign investment. A 
recent award from the 
American Chamber of Com- 
merce proclaiming Nov- 
gorod to be Russia's most 
attractive investment region 


hangs prominently on Mr 
Prasak’s office wall. 

By the aid of 1997, Nov- 
gorod had attracted 179 for- 
eign companies to the north- 
western region making 
investment commitments of 
S490m. These collaborative 
or stand-alone ventures now 
account for 40 per emit of 
Novgorod’s output and more 
than 83 per cent of its 
exports. That compares with 
3 per cent and 9 per cent 
respectively far Russia as a 
whole. 

Mr Prusak, who was 
appointed by president 
Boris Yeltsin in 1991 and 
was then elected governor 
in 1995, says he has always 
tried to follow a consensual 
path spreading the region's 
economic benefits as widely 
as possible. “It is only in 
politically stable regions 
that you can have economic 
success," he says. “And 
when a person receives 
property then he gains 
responsibility.’* 

That ethos of pragmatic 
compromise is reflected in 
the local parliament, the 
Duma, where the deputies 
do not boast any allegiances 
to national political parties. 

Anatoly Boltsev, the 
Duma chairman, says all 26 
elected deputies share Mr 
Prusak' s forward-looking 
views and are happy to pro- 
vide firm legal underpin- 
nings for the reform drive. 

“The euphoria of the polit- 
ical freedoms of 1991 has 


disappeared and we are now 
more interested in strength- 
ening our economic inter- 
ests,” he says. “This Is not a 
time for slogans but for 
decisions which will put 
food on our tables. If yon 
spend too modi time argu- 
ing then you do not have 
enough time left to work." 

It certainly was not obvi- 
ous in 1991 that Novgorod 
would flourish as Russia's 
market economy developed. 
Hie region lacked rich natu- 
ral resources and its econ- 
omy was heavily reliant an 
a dozen electronic plants 
linked to the collapsing mil- 
itary-industrial complex. 

Vassily Ivanov, chairman 
of Novgorod's economic 
committee, says the region’s 
economic radicalism was 
born of financial necessity: 
it had no alternative but to 
generate its own economic 
wealth and exploit its strate- 
gic location between 
Moscow and St Petersburg. 

Novgorod therefore 
adopted a three-pronged 
strategy to develop the local 
economy. First, it set about 
creating a favourable envi- 
ronment for investment, 
which it realised would ini- 
tially come chiefly from 
abroad. One of the main 
measures was to give inves- 
tors a tax break until their 
project turned a profit So, 
for example, Cadbury 
Schweppes, the British con- 
fectionery group, which 
opened a $12om chocolate 


plant in nearby Chudovo in 
1996 wfll not have to pay 
local taxes until 2001. 

Second, the region set 
about encouraging the cre- 
ation of small businesses 
which could absorb the 
workers laid off by declin- 
ing industries. “The admin- 
istration is here to save and 
help business,” Mr Ivanov 
says. “But already these 
small businesses give the 
budget as much tax as the 
old dying electronic defence 
plants.” 

Third, the Novgorod 
administration realised it 
could mobilise the region's 
own financial resources 
more effectively. Market 
research showed the 
region's population saved up 
to 25 per cent of its income 
but did not trust banks, 
which conld recycle that 
money into the local econ- 
omy. 

However, the administra- 
tion found that Novgoro- 
dians would be happy to 
spend more money on buy- 
ing new apartments or 
improving their existing 
homes. So the government 
liberalised the real estate 
market and cultivated the 
home repair and construc- 
tion industries, creating 
jobs and speeding up the cir- 
culation of money. 

Yet Novgorod, like all 
Russian cities, still suffers 
from widespread poverty, 
bureaucratic frustrations, 
and wage delays. The city 


has not been able to pay 
some of its workers since 
February. A recent report 
from Credit Suisse First Bos- 
ton placed Novgorod 44th 
among Russia's 89 regions 
in terms of its budgetary 
strength. 

“Fiscal indicators, includ- 
ing revenues per capita, fed- 
eral taxes paid per capita 
and the proportion of expen- 
ditures covered by its own 
revenues, are weak or below 
average,” the bank’s report 
concluded. 

Mr Prusak concedes it will 
take time for the benefits of 
Novgorod's new investments 
to be widely frdt but says 
the region is moving in the 
right direction. “Our people 
live poorly. But every year 
we will produce more and 
better goods which will 
enable people to increase 
their incomes,” he says. 

Moreover, Russia's 
regions, which arguably 
have more autonomy today 
than at any other time in 
their history, are starting to 
exploit their collective expe- 
rience of market reforms. 

“Novgorod is a small 
region by Russian standards 
but we are bigger than Den- 
mark or Moldova. Russia is 
man y different states in the 
same country," Mr Prusak 
says. “But every region is 
developing in its own way 
and we can all learn from 
parti other. The main advan- 
tage in a market economy is 
intellect" 
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For further information please contact: 


Felicia Kay in London 
Ttih+44 171 S73 4199 
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GUIDE TO MOSCOW* by John Thornhill 


Rich food for the Russophiles thp 


From the seedy to 
the sublime, die 
Russian capital 
has plenty to get 
excited about 

When the Marquis de 
Custine, a footloose French 
aristocrat, visited Moscow 

in the nineteenth century he 

compared the mystical city 
with one of those “romantic 
capitals of fabulous lands 
whose history is a poem and 
whose architecture is a 
dream". 

Modern-day travellers to 
Russia, who have the mis- 
fortune of arriving at 
Moscow’s Sheremetyevo-2 
airport, are unlikely to 
share that immediate 
impression. Labelled - with 
nrach justice - the worst 
international airport in the 
world, Sheremetyevo-2 
makes many first time visi- 
tors want to climb straight 
back on their aeroplane. 

Long passport queues, 
dingy surroundings, surly 
porters and extortionate 
taxi drivers, are among the 
airport’s chief claims to 
Infamy. Ensuring that a 
friendly face meets you at 
the end of this arduous 
endeavour is an advisable 
arrange men L 
But once the battered 
traveller arrives in the cen- 
tre of Moscow, it becomes 
easier to understand what 
the exciteablc marquis was 
on about The first glimpse 
of the fabulous St Basil’s 
cathedral illuminated 
against the night sky is 
enough to turn anyone into 
an instant Russophile. 

Moscow is now - as it has 
always been - a city of 
arresting contrasts and con- 
tradictions. But Russia's 
pell-mell pursuit of capital- 
ism only appears to have 
made them more extreme. 
Pitiable old baboshki are to 
be seen selling their last 
belongings outside night- 
clubs for a few roubles 
while their gran ddaughte rs 
sell their bodies inside for 
considerably more. Sleek 
stretch limousines cruise 
along the same streets as 
rust-marked Ladas. Office 
buildings combine twenty- 
first century computer net- 
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City of arresting contrasts and contradictions: the dally mushrooming of new billboards 'are evidence of Mayor Yuri Luzhkov's brand of earthy capitalism 


works with nineteenth-cen- 
tury plumbing. 

Some visitors suggest 
post-Soviet Moscow is remi- 
niscent of 1980s New York 
combining an urban culture 
of fast living and high 
spending laced with a per- 
petual edge of danger. But 
for all travellers to Moscow 
the one incontestable 
impression is its expense. 
Business travellers and 
tourists quickly gain the 
idea that they are regarded 
as little more than “wallets 
on legs”. 

Mayor Yuri Luzhkov's 
brand of earthy capitalism 
has unleashed a wave of eco- 
nomic activity - as is shown 
by the daily mushrooming 
of new billboards, kiosks, 
and shops. But this develop- 
ment has been tightly con- 
trolled by the city adminis- 
tration to the detriment of 
the free competition needed 
to drive down prices. You 
can be sure that any eco- 
nomic bottleneck or choke- 


point in Moscow city is 
under someone's control. 

Whether it Is the hotels, 
which often charge more 
than $250 a night, or rented 
apartments costing over 
$5,000 a month, Moscow 
now ranks among the most 
expensive cities in the 
world. Even the rickety fanri 
cabs outside the Siavy- 
anskaya hotel demand $25 
per trip, irrespective of dis- 
tance and in defiance of the 
fact that local labour costs 
and fuel prices remain well 
below international yard- 
sticks. Most museums and 
art galleries now operate 
dual pricing policies for 
Russians and foreigners. 

That said, in spite of all 
the frustrations, an adven- 
turous enough visitor is 
guaranteed an engrossing 
stay in what is one of the 
world's most vibrant and 
fast-changing capitals. 
There is something for 
everyone in modern-day 
Moscow from drugged-ap 


hedonists at the notorious 
Hungry Duck bar to bow- 
tied aesthetes at the Helikon 
Opera. 

The glory of Russian cul- 
ture is on display in the 
churches and museums in 
the Kremlin, which domi- 
nates the centre of the dty. 
The recently reopened Tre- 
tyakov art gallery also 
houses a vivid collection of 
Russian pafaiting v while the 
more eclectic Pushkin 
museum exhibits modern 
European art 

The Bolshoi theatre, 
which stages classic Russian 
ballet and opera produc- 
tions, appears to have lost 
its way of late and is sullied 
by tired performances and 
ticket touts - although it is 
still worth a visit Mare 
lively oonoerts can generally 
be heard at the Moscow Con- 
servatoire or the smaller 
Stanislavsky & Nemirovich- 
Danchenko Musical Theatre. 

Moscow's wilder nightlife 
has exploded in the past few 


years with scores of dubs 
catering for every taste and 
sexual predilection. Their 
details can be found on Fri- 
days in the excellent 
English language newspa- 
per, the Moscow Times. 

The restaurant scene has 
also grown far more varied 
' in recent years, boasting 
every type of from 

Japanese to Indian to Uzbek. 
There are some fine Geor- 
gian restaurants, ranging 
from the upmarket U Piros- 
mani , where clients have 
included Bill Clinton and 
Cindy Crawford, to' the less 
formal Mama Zoya’s and 
Guriya, which offer just as 
tasty food at a fraction .of 
the price. . 

Good Russian cooking - 
consisting of soups and 
heavy meat dishes - can be 
surprisingly bard to find. 
The most enticing atmo- 
sphere is to be found in the 
Central House of Writers, 
the haunt of Moscow’s lite- 
rati, where an elegant - and 


expensive - restaurant now 
resides. Mass market Rus- 
sian food - such as pfrozhki 
(pies), salads, and vodka — 
can be sampled at the ever- 
widening nliafaw of Russko e 
Bistro or Yollti P alki eat- 
eries. 

Getting around Moscow is 
a challenge. But with a good 
map, the extensive metro 
system can be mastered. 
There is also a growing fleet 
of yellow tax 1 cabs which - 
in theory at least - provide 
metered rides and standard 
fares. Muscovites might 
advise flagging down any 
passing car »«d offering the 
driver a few roubles -for a 
ride. Most this will be 
perfectly safe. But yon 
would not dream of doing 
this In New York and should 
not do so In Russia. 

Moscow is a lot less dan- 
gerous in reality than it is 
widely perceived to be 
abroad. But It does not 
make sense to take needless 
risks. 


Time: GMT + 2 hrs (GMT + 3 
hrs from late March to late 

September) 

nimate- Mean daily temper- 
atures in Moscow range from 
-12®C in January to 18°C in 
July. 

Entry requirements 
Passport; required by afl. 
Visa: Entry And exit visas 
are required by all visitors 
and must be obtained in 
advance. 

Requirements: three pass- 
port-sized photographs. pho- 
tocopy of the first five pages 
of old-style passports or last 
two pages of EU passports 
and copy of invitation from 
mmpany or sponsor, detail- 
ing name, personal details, 
passport n umb er, tim e and 
purpose of visit 
Only certain institutions 
such as western joint ven- 
tures and Russian ministries 
may issue invitations. Allow . 
at least 10 days for your invi- 
tation to come through from 
Moscow, and between six 
and 10 weeks for your visa 
application to be processed. 

For a tee. travel agencies 
or services which specialise 
in obtaining visas can often 
secure visas much more 
quickly, sometimes over- 
night, and, at a higher price, 
some Russian embassies will 
process business visas 
within 48 hours. 

Nationals of Cyprus do not 
require a visa. 

Legislation passed in July 
1996 requires foreign visitors 
p lanning to stay for more 
than three months to pro- 
duce an HIV (Aids) test cer- 
tificate in order to obtain a 
visa, and visa applicants 
-must prove they have 
enough money to fond the 
visit 

If staying more than three 
days, visas must be regis- 
tered through hotel or spon- 
sor. 

Gash: It is possible to with- 
draw money from automated 
teller machines using cards 
b elonging to leading western 
networks. .- 

Credit cards: Diners', Ameri- 
can Express, Rank of Amer- 
ica. Carte Blanche, Eurocard 
and AIT credit cards are 
accepted at main hotels. 
Customs 

Small amount of personal 


goods duty-free. On arrival 
declare an foreign currency 
and valuable items such as 
jewellery, cameras, comput- 
ers and musical instruments. 
You will be required to fill 
out a customs declaration 
and it is vital you. get this 
stamped and keep it in a -safe 
place, because leaving the 
country without it can some- . 
times be difficult - 
Health precautions 
Mandatory: 

Visitors from Asia, -South 
America and Africa require 
a certificate for yellow fever 
inoculation. A cholera vacci- 
nation certificate is needed If 
coming from an area of 
infection. An HIV certificate 
is required for long-stay visi- 
tors only. If arriving at 
Moscow this is not usually . 
demanded. ® ' 

Advisable: It is advisable to 
be up to date for the follow- 
ing immunisations: polio 
(within 10 years), tetanus 
(within 10 years), typhoid 
fever, cholera (within six 
months), hepatitis A (moder- 
ate risk only). 1 

Public holidays 
Fixed dates: 1-2 Jan (New 
Year Holiday), 7 Jan (Rus- 
sian Orthodox Christinas), 23 
Feb (Defenders r of the ; 
Fatherland Day), 8 - Mar 
(International Women's 
Day), 1-2 May (May Day Holi- 
day), 9 May (Victory Day), 12 j 
June (Independence Day), 22 
Aug (National Flag Day), 7 j 
Nov (Anniversary of the 
October Revolution), 31 Deer - 
(New Year's Eve). • 

If holiday falls on a Satur- 
day or Sunday the following 
Monday is treated as a holi- ' 
day. 

Variable dates: Orthodox 
Easter. -! 

Working hours 
Business: (Mon-Fri) 0900- 
1730/1800 (appointments are 
best made between 0900 and 

1000). i 

Banking: (Mon-Fri) 

1000-2000. Moscow Sheremet- 
yevo-2 airport 0800-3030 
daily. -.i 

Shops: (Mon) 0800-1900, (The- ' 
Sat) 0800-2100. \ 


Source: World of Information, 
March 1997 
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BRITAIN 


Window for Business 


THE OFFICIAL BRITISH 
TRADE FAIR & SEMINAR 
PROGRAMME 
IN RUSSIA 
8-11 SEPTEMBER 1998 


Whether you are already active in Russia 
or whether you are looking to source new 
business opportunities in the Russian 
Federation, Britain - Window for Business 
is the perfect event for your company. 
There will never be a better opportunity to 
present your company to the market at 
such a preferential rate. 

Eligible companies will receive 45% 
discount off the cost of the fully 
equipped space. A 9m 2 equipped stand 
wifi only cost £1,062 plus registration and 


insurance. Eligible companies will also 

receive a travel grant of up to £500. 

Britain - Window for Business boasts: 

♦ High level Government support 

♦ Market targeted visitor promotion 
through our St. Petersburg and 
Moscow offices 

♦ Radio and TV advertisement 

♦ Year long British celebrations 
commemorating the Tercentenary of 
Peter the Great's visit to the UK which 
includes cultural and commercial 
activities 


Contact the Britain - Window for Business Team 
Tel: 0171 286 9720 


HI 


Byron House, 112A Shirland Road, London W9 2EQ ITE Group Pic 
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I would fike to subscribe to the Financial Times for one year at US$700 
and receive four weeks’ issues at no extra charge*. 

Please send me si invoice. 

— C»fcc;»»- Renan to: 

Financial Times (Europe] GmbH 

Wbel»ingenpiatz3 

. 60318 Franfcftut/Main Germany 

If you hwe ary questions, please cafl- 

1 + 49)69156850 
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HAS OUR TRACK RECORD, 


Export and project finance are increasingly 
complex trade instruments in today’s global 
markets. If your company is pursuing 
opportunities in the developing markets of the 
Fbrmer Soviet Union, invest in expertise of the 
only bank with over 75 years of unparalleled 
experience In the region. 


Moscow N aro day Bank is a leading deal maker 
in project finance, structured export corporate 
finance and TorTniling. We offer a unique 
knowledge or local conditions, access to 
emerging markets and high-level persona] 
service. Thlk to us firsL You'll find us the 
essential catalyst. 


MOSCOW NARODNY BANK 

INCORPORATED IN THE CITY OF LONDON SINCE 1010 

The Es3ESti.il C.it.ilyst 


United Kingdom 

JH:0i71 623 2066 


Moscow 

Bfc+7 095 702 5000 


Singapore 

TeL +65 2*0 9422 


North America 
Trl- + 204 944 1050 














































Dangerously, a 
simmering 
problem has 
slipped down the 
political agenda 

A year and a half after the 
war ended. Chechnya 
remains a simmering prob- 
lem for Moscow. It has 
slipped way down the politi- 
cal agenda, not because the 
problem has gone away but 
because the Russian leader- 
ship is divided over how to 
handle the North Caucasus 
republic. The result is poten- 
tially dangerous: important 
issues are being neglected 
and relations between the 
breakaway republic and the 
Russian government are 
deteriorating. 

Chechnya is looking more 
and more like what Moscow 
refers to as the bandit king- 
dom. Its government Is virtu- 
ally without Income. 80 per 
cent of its population is 
unemployed, the crime rate 
has risen sharply and kid- 
napping has become big 
business. The men with 
power are the former fight- 
ers that have the biggest 
stocks of weapons. 

Yet the Chechen leader- 
ship says that Russia is the 


dishonourable one, failing to 
bide by agreements and not 
lifting a finger to help 
rebuild the destroyed repub- 
lic and Its capita] Grozny. 

Russia, which since the 
war has pursued a policy of 
trying to woo Chechnya 
slowly bade into the fold, is 
losing the desire to solve its 
most shameful headache. 

Although President Boris 
Yeltsin supports the peace 
process, his interest has 
waned and his government 
has doggedly resisted coop- 
erating with the Chechens. 
Almost none of the financial 
assistance ordered for Che- 
chnya has reached Grozny 
and agreements on banking, 
customs and police coopera- 
tion have proved worthless. 

Meanwhile the military 
cordon around the republic 
has been tightened a mi the 
belief that once the Russian 
army is strengthened, it 
could return and defeat the 
Chechens once and for all is 
gaining currency in some 
government circles. 

Increasingly, the Chechen 
leadership is turning away 
from Russia in frustration. 
President Aslan Maskhadov 
is embarking an a series of 
foreign trips to seek western 
understanding and invest- 


ment most recently to Lon- 
don where he met Baroness 
Thatcher. 

At home In Grozny he has 
appointed as prime minister 
the notorious field com- 
mander Shamil Basayev - 
who is still wanted In Russia 
on terr o rism charges - and 
given him broad powers to 
tackle crime and bring about 
economic stability. Both 
actions have irritated 
Moscow. 

In the short term, the 
stalemate is hurting Chech- 
nya more than Russia. After 
winning an extraordinary 
victory over the Russian 
armed forces, the Chechens 
seem to be losing the peace. 
The republic has de facto 
independence but is strug- 
gling to prove it can exist as 
a state. No country will 
recognise Chechnya's inde- 
pendence or help it with sig- 
nificant foreign investment 
until Russia does. Mean- 
while Russia has an eco- 
nomic stranglehold on it. 

However, in the long term. 
Russia looks like it will lose 
Chechnya forever. Leaving 
the republic to its own 
devices, with no assistance 
and no effective engagement. 
Hac only encouraged Chech- 
nya to go it alone and gain 


full independence. 

The peace agreement 
signed at the end of the war 
in August 1906 postponed 
the decision on status for 
five years until 2001 allowing 
Hum* for emotions to cooL By 
then Russia will have a new 
president. At the present 
rate though, the two sides 
win have to fudge the issue 
for a further five years. 

Amid the gloom there are 
some bright spots. The 

changes of renewed war are 
remote. Mr Basayev is ada- 
mant that it wfl] not happen 
in his republic and the most 
gung-ho Russian minister, 
Anatoly Kulikov, has 
recently departed from the 
interior ministry. 

Even more Important the 
oil that makes Chechnya of 
such strategic importance 
will continue to flow. Chech- 
nya lies on the pipeline 
route that exports oil from 
Azerbaijan's offshore fields 
in the Caspian Sea to the 
Russian port of Novorosshsk 
on the Black Sea coast 

The Chechen government 
has wrangled with Russia 
over tariffs fear the oil trans- 
ported across its territory 
but it has kept to an agree- 
ment signed last autumn to 
guarantee the flow and the 
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The Iomk leaving the rapUHc to As own device* since the war has only encouraged Chechnya to go it atone 


security of the pipeline. 

Mr Basayev himself is also 
seen as a cause for hope in 
Chechnya. The 83-year-old 
fighter turned politician is 
widely seen as the only man 
who can pull Chechnya hack 
from the brink. When Mr 
Maskhadov named him 
prime minister in January 
Mr Basayev vowed to com- 
bat crime and kick-start' the 
economy within *n* mnnthg 
“I do not need more time 
than that,” he says. 


It may seem a foolhardy, 
promise but, since Mr Mask- 
hadov has proved largely 
Ineffective in maintaining 
law and order during his 
first year as president, many 
are looking to Mr Basayev as. 
the man to deliver Chechnya 
from lawlessness and eco- 
nomic hardship 
His reputation as a hero in 
Chechnya and a ferocious 
fi ghter will help in the war 
against crime and he is 
already rHatming some suc- 


cess In bis battle against kid- 
napping. He has boosted the 
security services but says he 
opposes public executions 
and wants eventually to 
abolish capital punishment. 
"Chechens do not need fear, 
they need order and equality 
before the law,” he says. 

When it comes to the econ- 
omy Mr Basayev is farming 
out to be something of a 
reformer. One of his first 
moves has been to divide up 
Chechnya’s state farms 


amnng former fighters and 
anyone else who wants to 
work the land. 

With big industry and fac- 
tories destroyed, his govern- 
ment survives ran the reve- 
nues of the damaged 
state-owned oil business 
with minor contributions 
from the railway station and 
Grozny airport, road tax and 
levies from the Grozny mar- 
ket In the caul the Chechens 
know that they can only rely 
an themselves. 


“ i®8fi# CREATE THE BEST 
■¥■;;; FOREIGN BANK IN RUSSIA 





Time to recreate 
the state 


$336,000,000 

Goskomimushestvo/ 

RAOUES 

Financial advisory to OKI *i 
privatization of a rrenonty stake 
in RAOUES 

January 1997 


Not Disclosed 

Tengizchevroil 

Project 


financial adveciy to LUKOIL on 
5°a interest acquisition 

April 1937 


RUR 1,000,000,000,000 
(US$172,000,000) 

Moscow Region 

ffO c e Coupon Rouble Bonds 


$5,000,000,000 


NK LUKOIL/ ARCO 


financial acMsoiy to LUKOIL on 
JV structuring aid financing 

February 1997 


$500,000,000 


City of Moscow 


DM 2,000,000,000. 


Russian Federation 


Eurobond Offering 


Global Eurobond Offering 


May 1997 


$125,000,000 

LUKOIL International 
Finance B.V. 

Guaranteed Notes due 1996 
July 1937 


March 1997 


RUR 700,000,000,000 
(US$120,000,000) 

Republic of Tatarstan 

20% Coupon Rouble Bonds 
June 1997 


$75,000,000 

StoryFirst 

Communications, Inc. 

Private Raoement of Equity 
October 1997 


$1,300,000,000 
Structured Financings 


Branded to Russian Companies 
and Oiga ma tas 

January - December 1997 


$946,000,000 

Short-Term Loans 
and Trade Finance 


Prartded to Ffc/ssan Companies 
and Oiganizatnns 

January - December 1997 


Over $10 Biflion in Transactions in 1997. 

DONE. 


For the third year in a row. Credit Suisse First Boston was named “The Best Foreign Bank in Russia’ 
by Central European magazine. It’s what you’d expect from a truly global investment banking firm 
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THE GREATER THE RESOURCES, THE GREATER THE POSSIBILITIES, 


Continued from page 1 
One source of optimism is 
the gradual emergence of a 
few professional, indepen- 
dent and powerful state 

The most im pressive is the 
central tamk, its officials are 
well-paid and extravagantly 
housed - and thus far less 
susceptible to bribes than 
the rest of Russia's venal 
bureaucracy. 

In sharp contrast with 
most of the machinery of the 
Russian state, which has a 
tsarist disdain for public 
opinion, the central bank 
has learned painstakingly to 
pspiairi its policies to the 
people. 

Another reason for hope 
lies the competition between 
Russia’s most powerful 
financial and political clans. 
Often, as they did in the 
autumn of last year when 
the “bankers’ war" was in 
full cry. these battles have 
the unfortunate side effect of 
creating political and eco- 
nomic paralysis. 

However, in the medium 
term, their rivalries may 
make it more difficult for 
corrupt bureaucrats to play 
favourites. 

Already, the feuds have 
fostered a healthy, albeit 
partisan, divergence of opin- 
ion in the Russian media. 
Now that the communist 
threat has disappeared, Rus- 
sia's robber barons seem 
unlikely to back a single 
candidate in the presidential 
race in 2000, guaranteeing a 
further measure of political 
pluralism. 

Mast important of all, as 
the first, chaotic phase of 
Russia's post-communist 
tra n sition draws to a dose, 
the country’s strongmen are 
be g i nning to crave political 
and economic stability. 

This small group of bank- 
ers. industrialists and 
regi onal b osses hit the jack- 
pot during the mass redistri- 
bution of wealth that fol- 
lowed the collapse of 
communism. 

But now that the maws 
give-away - which future 
generations of Russia ma y 
well condemn as the rip-off 
of the century - is over. Rus- 
sia's winners are desperate 
to fully legitimise their 
gains. 

“It is unhealthy, but it Is a 
historical legacy," Vladimir 
Pot anin , head of Onexim- 
bank, one of Russia's most 
powerful financial and 
Industrial .groups, says of the 
dominance a small g roup of 
companies enjoy over the 
Russian economy. 

“What we have to do now 
is spread the wealth, think 
about creating a middle 
class." 

There is, to be sure, more 
than a little hypocrisy in 
these claims But even Rus- 
sian liberals are be ginning 
to believe that, as the era of 
looting draws to a close, 
Rnssia’s robber barons can 
became a fflgs . 

“Same of the big compa- 
nies in the country, some erf 
the oligarchs, are prepared 
to say that this system is not 
stable, that we need fair 
rules of the game.” says Mr 
Yavlinsky, an early critic of 
Russia's “criminal oligar- 
chy". 

“They want people to step 
seeing them as bandits. They 
want to feel safe They know 
t hat without structural 
reforms they will always be 
in danger." 


The big test of the tycoons’ 
political inclinations will be 
the presidential elections in 
2000. In contrast with 1996, 
when Russia was divided 
between the communists 
and everyone else, 2000 will 
offer Russia the messier 
choices that are the more 
standard fere of democracy. 

The potential candidates 
can already be roughly 
divided into three groups. 
Alexander Lebed, the former 
general, and Yuri Luzhkov, 
the powerful mayor of 
Moscow, are outside the rul- 
ing political and financial 
establishment 
They will seek to capital- 
ise on popular dissatisfac- 
tion with a message of popu- 
lism spiced with a few 
nationalist slogans. 

Victor Chernomyrdin, the 
recently sacked prime minis- . 
ter, or even Mr Yeltsin him- 
self. will be the standard- 
bearers of tiie current elite, 
unless the moguls manage to 
find a younger and more 
charismatic candidate. 

And Mr Yavlinsky and 
Boris Nemtsov, the acting 
first deputy prime minister, 
would run on a more liberal 
ticket calling for deeper 
democracy and fairer capi- 
talism. 

Gennady Zyuganov, the 
Communist leader, is likely 
to run and even more cer- 
tain to lose if he does. 

With the exception of the 
two liberal candidates - nei- 
ther of whom is viewed as a 
likely victor - it is not an 
inspiring field. The race, 
which has already begun to 
preoccupy the Russian elite, 
also presents same dangers. 

As Russia's power-brokers 
throw themselves into back- 
ing the next president, politi- 
cal and economic reforms 
could grind to a halt 
More threatening, but less 
likely, is the possibility that 
Mr Luzhkov, currently the 
man to beat, might chose a 
rigidly authoritarian and 
nationalist path if he wins 
the Kr emlin.. 

Yet the election also offers 
Russia an important oppor- 
tunity to choose its destiny. 
For all their political isola- 
tion, one of the Important 
powers Russia's citizens now 
do possess is the power of 
the ballot box and that is a 
lever they use most signifi- 
cantly In presidential elec- 
tions. 

But in order to use it effec- 
tively, they need institutions 
and leaders that are able to 
articulate the choice Russia 
faces - a choice between 
sin king Into impoverished 
kleptocracy or striving to 
become a western-style 
democracy, with a liberal 
market economy. 

Mr Yeltsin has already 
secured a place in the his- 
tory books by emerging as a 
spokesman for Russia's 
desire to cast off the yoke of 
communism. The Kr emlin 
chief now faces his final 
political choice and the one 
which may most shapa his 
legacy. 

He can devote his formida- 
ble energies to clinging to 
his throne and allow ftuyria 
to slide back into lazy 
authoritarianism. Or, just 
maybe, Mr Yeltsin will focus 
on posterity and use his vast 
presidential powers to give 
Russia one last push into the 
liberal, democratic, capitalist 
world which, for the first 
time in its history, is within 
reach. 
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